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WEDNESDAY, FEBRUARY 17, 1954 


House oF REPRESENTATIVES, 
COMMITTEE ON AGRICULTURE, 
Washington, dD: EC. 

The committee met, pursuant to notice, at 10 a. m., in room 1310, 
House Office Building, Representative August H. Andresen, presiding. 

Present: Representatives Andresen (presiding), Hill, Hoeven, 
Belcher, Mclntire, Golden, Williams, King, Cooley, Poage, Grant, 
Abernethy, Albert, Abbitt, Polk, Wheeler, Thompson, and Jones. 

Mr. ANpRESEN. The committee will come to order. The committee 
will consider H. R. 7735, which was introduced by Mr. Angell, to 
amend section 2 of the Commodity Exchange Act, as amended, relating 
to the meaning of the word “commodity” and as I understand it would 
include coffee and other commodities under the bill. 

Our first witness will be Mr. Joseph M. Mehl, the Administrator 
or the President of the Commodity Exchange Authority. 

Mr. Mehl, we will be very glad to hear from you, and I see you 
have your able associates with you this morning and we will be glad 
to have them join you at the table. 


STATEMENT OF JOSEPH M. MEHL, ADMINISTRATOR, COMMODITY 
EXCHANGE AUTHORITY, UNITED STATES DEPARTMENT OF 
AGRICULTURE, ACCOMPANIED BY RODGER R. KAUFFMAN, 
DEPUTY ADMINISTRATOR, AND DOUGLAS B. BAGNELL, AS- 
SISTANT ADMINISTRATOR FOR COMPLIANCE 


Mr. Menu. Thank you, Mr. Chairman and gentlemen of the com- 
mittee. My full name is Joseph M. Mehl, Administrator, Commodity 
Exchange Authority. I have with me here Mr. Rodger R. Kauff- 
man, Deputy Administrator, and Mr. Douglas B. Bagnell, Assistant 
(dministrator for Compliance. 

Mr. Ment. Yes, I have, Mr. Chairman. The only effect of that 
bill is to add coffee to the list of commodities that are enumerated in 
the bill. 

Mr. Anpresen. All of the other commodities enumerated in the 
bill are under some kind of regulation at the present time? 

Mr. Menu. Yes, sir. 

Mr. ANDRESEN. Without objection the bill will be included as a 
part of the record. 

(The bill is as follows: 


[H. R. 7735, 83d Cong., 2d sess.] 
A BILL To amend section 2 of the Commodity Exchange Act. as amended, relating to the mea cette 
word “‘commodity”’ 


Be it enacted by the Senate and House of Representatives of the United States of 
America in Congress assembled, That the third sentence of section 2 of the Com- 
modity Exchange Act, as amended, is amended to read as follows: ‘“‘The word 
‘commodity’ shall mean wheat, cotton, rice, corn, oats, barley, rye, flaxseed, 
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grain sorghums, mill feeds, butter, eggs, Solanum tuberosum (Irish potatoes), 
wool tops, fats and oils (including lard, tallow, cottonseed oil, peanut oil, soybean 
oil, and other fats and oils), cottonseed meal, cottonseed, peanuts, coffee, soy- 
and soypea meal 
Sec. 2. This Act shall take effect tv davs after the date of its enactment 


Mr ANDRI SEN You may proceed, Mr. Mehl, and talk about coffee 


Mr. Mi HI Thank you As | said i. R 1430 would simply add 
coffee to the list of commodities that are already covered by the 
Commodity Exchange Act It would subject trading in coffee futures 


n the I nited States to the sare na of reculation that basically has 
been applied to grains for more than 30 years—since the Grain 


Futures Act of 1922. That act, vou will recall, was amended in 1936 
number of other com- 


} } 1 
to include cotton and butter and eggs and a 

modities and ft that time ts tithe Was changed Lo Commodity 
mange Act 


hang 
‘he Department of Agriculture has reported favorably upon the 
} 


{ WI . ; Ar et 
senate version ol thre ui, DeIMNA OS, LHasb, ihat bill pa sed the senate 

l | ebl V9 

; 1] 

Nii ANDRESEN Is the re anv difference between the bill that passed 

he oe ( +} i 1 bill 

Ni Menu. There is only 1 sheht difference and that is in line 9 of 
HH kk é In line 9 arcver vine Vora ana should he inserted all 
That is the way the Commodity Exchange Act reads at present 
| Sey | word all 

Mr. Gra Mir. Chairma does that make it ‘‘and all other’’? 

4‘ \ 7 é 4 ] 4 f 4 ’ ‘ 

Vr \LEHI ll other is OLS [ have with me here a copy 
of the letter which the Acting Secretary True D. Morse, addressed to 
the chairman of the Senate Committee on Agriculture in reporting 

} “17 17 1 1) . 1 ‘ 
favorably on the bill Would vou like to have that in the record? 

\1 A > Ws a at ‘ { 11} ieee ee ae ; 

\NDRESI Without objection ll be ineluded in the record 

The if I 1S ‘oll IWS? 
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1 this letter, Mi. Chairman, the Acting Secretary of 


While ther al dou is to tl istification for trading in 
fT 1 ( a \n ea i e, the ¢ ictme! f S. 1386 would enable 
+} Depart: tn main ’ of such trading and at the same time 


afford opportunity to ’ e services provided by the coffee futures market. 
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Mr. Chairman, in my testimony you may sense some lack of en- 
thusiasm for this particular amendment to the Commodity Exchange 
Act. I notice that the House yesterday passed a bill adding onions 
to the Commodity Exchange Act, and with onions and coffee under 
the act I would say that our bureaucratic cup will be overflowing, and 
not with joy. 

Mr. AnprEsEN. Let me ask you this: The bill you referred to is 
the bill introduced by Mr. King, a member of this committee? 

Mr. Menu. That is correct. 

Mr. A NDRESEN. Would it be possible to amend that bill by inserting 
the word “coffee” after “onions” and do the same business? 

Mr. Ment. The onion bill has already passed the House. 

Mr. ANDRESEN. I] saw it on the calendar. It just passed it, that is 
correct. 

Mr. Merutu. It was passed yest rday, I believe. 

Mr. Kine. Mr. Chairman, could J ask a question at that point? 

Mr. ANDRESEN. Yes, sir. 

Mr. Kina. I did not quite understand what the witness meant in 
reference to the bureaucratic cup overflowing. 

Mr. Menu. It is a rather facetious remark. Perhaps it is out of 
place with this committee but as a bureaucrat IT would much prefer 
to see the housewives and the restaurants take care of the coffee 
situation and onions. 

Mr. Kine. You are familiar with the onion trading on the Chicago 
Exchange in the last few vears? 

Mr. Menu. In a way; ves, sir 

Mr. Kine. You do not believe, do vou, that the housewives have a 
chance to greatly influence the onion market? 

Mr. Menu. No, I do not; except as consumers 

Mr. King. Perhaps futures trading has had a great deal more to 
do with the onion market than the consumption has? 

Mr. Menu. Yes. 

Mr. Kine. Then you would favor putting onions under control? 

Mr. Menu. I certainly do; ves, sir 

Mr. Kina. It would suit vou except for the action taken by the 
House vesterday to add onions as well as coffee? 

Mr. Menu. Yes. I am not objecting to the actions taken. T am 
just remarking that those two commodities, coffee and onions, are 
commodities which I suspect will give us trouble in the future even 
though they are under the act 

Mr. Kina. I do not doubt that onions will 

Mr. Menu. All T can promise is that we will do our best 

Mr. Anpresen. Mr. Mehl, vou think that there is more reason to 
regulate speculation in onions than there is in coffee? 

Mr. Ment. I do not know. Iam a little more familiar with what 
happened in the onion market, because onions are traded in on the 
Chicago Mereantite Exchange, and trading in butter and eggs for 
future delivery on that exchange comes under our supervision. 

Mr. ANpDRESEN. I recollect that a few vears ago I looked into the 
onion situation in Chicago, and I believe I found 3 or 4 speculators 
who were kiting around and manipulating the market and ran the 
price up to $7 or $8 a bag. I talked to you about it at that time. 


Mr. Menu. Yes, sir. 
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Mr. Avserr. Is there any other commodity under the act that 1s 
produced substantially abroad and not domestically? 

Mr. Ment. I suppose Australian wool would be an example. Wool 
tops are traded in under the act. 

Mr. Atsert. Would that complicate the administration in any way? 

Mr. Ment. It might add some problems that we do not meet in 
commodities already under the act. I do not see any insurmountable 
difficulties. After all, we have many different problems arising by 
reason of the different commodities already covered by the act, but 
actually the law is broad enough so that by regulation under the act 
we can adapt the regulations to meet those problems pretty well. 

Mr. ANDRESEN. Cocoa would come under the same provisions so 
that you could regulate speculation in coffee futures—cocoa future? 

Mr. Menu. Cocoa would have to be added to the language of the 
bill if that were done. 

Mr. ANDRESEN. You do regulate futures trading in sugar? 

Mr. Menu. No, we do not. 

Mr. ANDRESEN. There is no regulation on sugar? 

Mr. Menu. No. It does not cover sugar. 

Mr. TuHompson. Mr. Chairman, I would like to ask a question. 
I think the answer may have already been given but I am a little 
confused as to just what it was. Would this be the only commodity, 
substantial commodity, produced entirely abroad which would come 
under the Commodity Exchange Act? 

Mr. Mrnu. Yes, I think that is true. 

Mr. Atserr. I was going to ask about tea. 

Mr. Meruut. There is no futures market for tea. 

Mr. Kina. I would like to ask: Since this is proposing the regu- 
lation of futures trading in a commodity produced entirely abroad, 
do you feel that regulation will have anything to do with coffee prices? 

Mr. Ment. Certainly not so far as prices result from supply and 
demand conditions. Insofar as they are influenced by manipulation 
or corners, if there is such a thing, then it would have an effect on 
price. It would not control coffee prices. 

Mr. Kine. The dominating thing about coffee differing from that 
about onions is that it is the outside world’s supply that is dominant 
rather than strictly domestic trading? 

Mr. Menu. Yes, but, while I know nothing about coffee—we have 
had no occasion to make any investigations and have no authority 
to do so—I do not think we should make the mistake of assuming that 
the futures market and the prices registered in the futures market 
always reflect the world supply, because the deliverable supply at 
that particular market has a great deal to do with it, and it is what is 
responsible for squeezes and even corners. 

I mean, for example, take the Chicago Board of Trade, take the 
wheat market. Wheat can only be delivered on a futures contract 
in Chicago out of a licensed warehouse in the switching district of 
Chicago. Now there might be a lot of wheat in Minneapolis and 
Montana and so on, but if there is a shortage, if there develops a short- 
age of wheat for delivery in Chicago during an expiring future, those 
who are short—and they may be hedgers who do not want to lose 
their actual wheat, they will want to merchandise it; they use the 
market as an insurance medium, you might say. 
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If they have to scramble for wheat, obviously the price is going to 
be temporarily advanced by what we call a squeeze, so the fact that 
there is a lot of wheat in the country would not be the controling 
factor. It is the supply at the delivery point when the contracts 
mature, which rules the futures market for the time being, and that 
would be true I should say generally of all futures markets. 

Mr. Kina. The fluctuations on that basis would be very slight, 
would you say? 

Mr. Menu. Not always. 

Mr. Kine. On wheat certainly it is only a matter of a few days until 
supplies could be made available at any point in the United States? 

Mr. Meuu. Yes. If they make up their minds that there might 
be such a condition, and get the wheat rolling to Chicago, that is true. 

Mr. King. Is your support of this coffee bill enthusiastic or just 
passive? 

Mr. Mruu. Well, it is just passive, when I think of the problems 
that we might have, and that applies also to onions, but as I said, 
I see no reason why the consumer of coffee and of onions as well as 
the producer should not have the benefit of regulated markets. 

Mr. ANpRESEN. Mr. Mehl, as I unde bend vou to say, the Depart- 
ment of Agric ‘ulture has recommended the ine lusion of coffe e? 

Mr. Menu. It has; ves, sir. 

Mr. ANprEsEN. And while you are not enthusiastic yourself as the 
head of the Commodity Exchange Authority, nevertheless it stands 
on the record as approved by the Department? 

Mr. Murnu. Yes, sir. 

Mr. ANprRESEN. While vou are on your feet, | am talking about 
the market: Mr. King has discussed with you the futures market as 
you mentioned it, in wheat. Now vou have found that there has 
often been a squeeze on the delivery date, or speculators get into the 
market and run up the price because there was not enough of the 
actual commodity in the market, like—futures on wheat, and the 
speculators could get in and take advantage of the situation at that 
time and there is where your agency comes in, to find out whether 
there is any manipulation or excessive or undue speculation; is that 
correct? 

Mr. Meu. Yes, and we have a cooperative arrangement with the 
business conduct committee of the exchange. From our reports 
whenever we see that there are large short interest, hedgers or others, 
and that there is likelihood of there being such a squeeze we call it to 
the attention of the business-conduct committee. They make a sur- 
vey of their own people. 

Mr. ANDRESEN. Let them go into this coffee situation. The gentle- 
man knows that a few vears ago I had something to do with investi- 
gating commodity speculation, and I found on a good many commodi- 
ties there were a large number of speculators who were not nationals of 
the United States, and who were using the commodity exchanges in 
the United States for the purpose of profit. Maybe some of them 
were hedgers, and they were all on there in a legitimate manner, but 
I also found that a good many of these foreign nationals were using 
our futures market and were not paying any taxes in the United States 
on their speculative profits. 

In the situation of coffee have you investigated far enough to see 
or to learn if the traders in the coffee exe change are largely foreign 
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nationals or if they are individuals in the United States and nationals 
of this country? 

Mr. MruHu | have no knowledge concerning coffee, because we have 
no authority to make investigations of that kmd. Our investigations 
are naturally limited to those commodities that are covered by the 
Commodity Exchange, but I remember that you did bring out very 
well that situation 

Mr. Anpresen. I brought that to the attention of the Ways and 
Means Committee at that time, in 1948, and urged that the foreign 
nationals who have used our trading facilities in the United States 
for a profit and make money, that they should be required to pay the 
same income taxes on their profits as are required by law for an 
American citizen. J] thought that was a reasonable request to make, 
but afterward there seemed to be an awful rush on the part of the 
then administration to negotiate agreements with nearly every 


country that any foreign national who made money in the United 
States would not have to pay taxes in this country. That mav be 
one justification which I hope can be developed here today: To find 
out whether the traders in the coffee exchange are largely foreign 
nationals who are not required to pay any taxes in this country on 
their speculative profits. You say vou have not gone far enough to 
find out who they are? 

Mr. Meru. I have no information on that, so far as coffee is 
concerned. 

Mr. ANpresen. Mr. Poage, do you have a question? 

Mr. Poaat Yes I wanted to ask Mr. Mehl: I believe Vou said 
while you were not enthusiastic about this matter, that you thought 
the public ought to have the protection of the regulation of coffee 
exchanges. That was about what you said, was it not? 

Mr. Men. Yes 

Mr. Poace. | was just wondering whether you would go further 
and say they ought to have the complete protection of price control 
and rationing of coffee? 

Mr. Ment. No; I would not go that far. 

Mr. Poacr. You would just give the public a part of the protection 
of regulation but would not give it all of the so-called protection of 
regulation? 

Mr. Menu. That is entirely outside of my field. 

Mr. PoaGe. But you do believe in regulation, vou do believe that 
there is something to be gained in the field of regulation; is that right? 

Mir. Meru. From my experience of 30 years, I would say, ves. 

Mr. Poace. When you start with regulation does it not almost 
inevitably push us the rest of the way? 

Mr. Kine. Will the gentleman yield? 

Mr. Poaace. Yes; I will vield. 

Mr. Kina. What is there about the authority of the Commodity 
Exchange Commission that is a deliberate attempt to influence price? 
There is nothing about their control that really tries to influence price 
one way or another. All they do is to simply watch for manipulation, 
crookedness, and keep the thing on an honest basis. This is not 
control of the price in any respect. 

Mr. Poace. Do you want me to answer you? 


Mr. Kina. Yes. 
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Mr. Poacr. If they do not affect price there is no purpose in the 
world in maintaining them. All we have got the organization for is 
to affect price. This bill is surely intended to perform a function, 
and that function is to try to get lower prices for the American con- 
sumers, of course. If regulations do not affect price then they are 
simply a waste of time and money. If they do affect price, then I 
am just asking what is illogical about going the whole length and 
putting on complete controls and going back to rationing and _ price 


controls and complete Government regimentation. As I understand 
it, Mr. Mehl is suggesting that we take one or two steps down the 
road but for goodness sake do not walk over the bluff. I don’t want 


to walk over the cliff and [I wonder why we should take the first 
step In that direction. 

Mr. Kine. I do not think there is anything in the Commodity 
Exchange Act which infers that the purpose of it is to get lower prices 
for the consumers. 

Mr. Poacr. What is the purpose, then? 

Mr. King. Simply fair trading. 

Mr. Poacre. Who cares about fair trading unless it gets some result. 
Is the American publie interested merely in the theory of how people 
trade or are they interested in the results they get? 

Mr. Poace. Is the American public interested merely in the theory 
of how people trade or are they interested in the results they vet? 

Mr. King. They are interested in fair trading. 

Mr. Poacre. Without regard to the results? 

Mr. Kine. Fair trading means a normal trend of prices in line with 
supply and demand. 

Mir. ANpRESEN. Mr. Abernethy? 

Mr. Anerneruy. Mr. Mehl, this point may have been covered 
I got in just a little late. Before I ask you the question I would like 
to say this. When a situation arises in the country that involves a 
large number of people, it is only natural that many people and many 
of Us, including the one who is talking to you occasionally, Says there 
ought to be a law. 

So as a result a bill is introduced. Personally, | think the thing 
that makes the price of cotfee high is that there just has not been 
enouch coffee. 

Kverybody has been drinking a lot of it and drinking more every 
day and I think that is what has brought all this about. I may be 
wrong. But I want to ask vou this question: Is there any proof that 
you know of that speculation on the New York Coffee and Sugar 
Exchange has had anything to do with the increases in the price of 
coffee? If so, give the committee the benefit of it. 

Mr. Menu. I must answer that question by saying that since coffee 
is not included in the Commodity Exchange Act we have no authority 
and have made no investigation concerning coffee. I will state 
frankly that [ know nothing about the economics of coffee or of coffee 
marketing. 

I can only tell you about the experience that we have had in admin- 
istering the law with respect to other commodities including cotton, 
and to tell vou what would happen if coffee came under the act, and 
I want to insist right now that we have no responsibility under the 
Commodity Exchange Act, and the law would have to be drastically 
changed if we should have, to do anything about price levels except 
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as those levels are influenced by manipulation or corners or practices 
of that kind 

In other words, our job is to see that the market reflects a true 
supply and demand condition as distinguished from maneuverings 
and manipulati ms on the part of individual traders, but I cannot 
vive you any information—it would be highly inappropriate for me 
to even express M\ opinion about coffee 

Mr. Anerneruy. From your wide experience with this ee clo 
vou know of anvone who « ‘an give this committee any proof that 
speculation has had anything to do with the upsurge in the price of 
coffee? That is what the issue is and I think before we take any 
steps on an issue of this kind we ought to first make out the case 
before executing the subj 

Mr. Cootey. Will the gentleman yield? 

Mr. Anerneruy. Yes, sir. 


) 


Mir. Menu. Pardon me. Of course the Federal Trade Commission 
is now engaged in an investigation which is supposed to throw light 
on it 

Mr. ArnerNneruy. So I understand it. That information is not 
available and [ understand the Senate committee is doing the same 
thing, isn’t it naking some investigation along those lines? 

Mr. Mernn. The Senate Banking and Currency Committee is, 
| beheve: ves, Sil 


Mr. Cootry. Mr. Mehl, the suggestion put forward in this legisla- 
tion did not originate in the Department nor in your particular 
section, as | understand it? 

Mr. Menu. No, sir, it did not 

Mr. Cootey. And the report from the Department of Agriculture 
clearly indicates that there is substantial doubt as to the justification 
for the passage of this bill? 

Mr. Menu. I believe the letter raises the question of whether there 
is any justification for a futures market for coffee in the United States. 

Mr. Cootey. That is what I mean. Let me clear that point up. 
That is exactly what the report says, and while there may be sub- 
stantial doubt as to the justification for trading in coffee futures on 
an American Exchange, 5. 1386 will enable the Department to main- 
tain its ability for such trading and at the same time afford an 
opportunity to evaluate the services provided by the coffee-futures 
market 

You agree with those views; do you not? 

Mr. Ment. Yes, sir. 

Mr. Anerneruy. I will yield the finor, Mr. Chairman. 

Mr. ANpresen. Did you want to ask Mr. Abernethy a question? 

Mr. Kinc. I only wanted to say that it seems to me that the 
proper purpose of this bill is to create the authority for the investiga- 
tion that you say is now lacking. We have no proof, but we are 
merely saying here, as a matter of principle, that the Commodity 
Exchange Authority ought to have the authority to inquire into these 
things. We are not telling them to drive the coffee price down or up 
or to prosecute anybody on the basis of past performance. 

We are only saying as a matter of principle that along with the other 
commodities that they do cover, they ought to have the right to 
inquire into coffee-futures trading. It seems to me that that is 
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justification for the passage of this bill in the complete absence of 
evidence of crooked speculation. 

Mr. Apernetuy. I have no opinion on the legislation as of this 
moment. Of course we all know that the thing that brought this 
about was the upsurge in the price of coffee. If that had not happened 
this bill would not have been here—1 do not think it would have been 
here—there is some minute chance that it would have been, but the 
thing that brought the bill here is the upsurge in the price of coffee. 

Now it is surely contemplated that the object of the bill is to do 
something about that. So I want to know what the proof is other 
than the increase in the price of coffee. 

Mr. Kina. It seems to me that the purpose of this bill simply to 
create an authority for inquiring into that matter to see if the charges 
of speculation have any basis of fact. As a matter of principle, we 
might just as well give the Commodity Exchange authority to in- 
quire into anything that is traded on the futures market. That 
would seem logical to me. 

Why do we set them up with authority to investigate only half of 
the futures trading market or a part of it?) Why shouldn’t they have 
the authority to investigate any futures trading transactions in the 
United States? 

Mr. Anernetuy. Under that argument why limit the amendment 
to coffee? 

Mr. Kina. I think if we do it piecemeal as we have done it over a 
period of years we will eventually have them all covered. 

Mr. Cootey. Will the gentleman vield? 

Mr. ABERNETHY. Yes. 

Mr. Cooiey. I just wanted to ask vou, Mr. Mehl, if vou did not 
clearly state a moment ago that the Feder: , Trade Commission is 
doing the very same thing that is indicated by Mr. King he thinks 
should be done. a are now looking into the matter; are they not? 

Mr. Menu. Yes, si 

Mr. Cooney. Why should another Government agency be auth- 
orized to go out and conflict with the investigation that is now being 
conducted by that established agency of the Government? 

Mr. McIntire. Will the gentleman yield? 

Mr. Cootey. Yes; I will yield. 

Mr. Kina. If this Commodity Exchange Authority had the author- 
ity there would be no point to the Federal Trade Commission investi- 
gating. 

Mr. Cootry. That is just the point | am making. You have an 
agency doing the job. 

Mr. Kine. The other agency authorized is pure ‘ly an authority for 
a temporary investigation. Let’s put it in the hands of a Commission 
that has the authority to constantly watch and study that situation. 

Mr. AnpRESEN. Before I recognize Mr. en let me clear up 
one point in this discussion. The Federal Trade Commission and the 
Commodity Exchange Authority are two entirely different authorities 
dealing with different functions. 

The Commodity Exchange Authority does not go into the price or 
supply of commodities under its jurisdiction. It views the market 
and examines the trading accounts to see whether or not there is a 
manipulation or undue manipulation or speculation in the market and 
makes its report. 








LO INCLUDE COFFEE UNDER COMMODITY EXCHANGE ACT 


It receives daily reports from the traders in the market and the 
brokerage firms, and we would have to amend the law to a large extent 
if they were to have the authority to go in and investigate the entire 
situation like the Federal Trade Commission is going into now. Am 
| correct? 

Mr. Mrnu. You are correct; yes, sir. 

Mr. Anpruesen. Let me recognize Mr. Thompson. 

Mr. Tuompson. Thank you, Mr. Chairman. Since we have several 
different agencies involved in this, let me throw another one into it now 
| was told yesterday that the Department of Justice had had 
business accountant by the name of Earnest Hayes investigating 
the coffee market some time ago with a view to finding out if there 
was any price fixing. If my information ts correct, there is a 30-page 
report on that subject and I think we are more interested in price 

manipulation than anything else 

Sut let me ask the witness: Did you ever hear of such a report? 

Mr. Menu. I gather from the newspapers that the Department 
of Justice did have an interest in the investigation being conducted 
by the Federal Trade Commission and had some information. I 
am just speaking from memory and reading newspapers now. 

Mr. Toompson. You have never seen such a report, is that correct? 

Mr. Menu. No, | have not. 

Mr. THompson. It seems to me if the Department of Justice has 
investigated this we ought to have that report and if I may suggest, 
perhaps the staff would get a copy for us. We can look it over and 
then if it is pertinent we can insert what we need in our own record 

Mr. ANpresEN. We might of course investigate that and see what 
we can find. 

Mr. Cootry. Don’t you think it would be well for this committee 
to know just what the Federal Trade Commission is doing and con 
templates doing with reference to the same subject? 

Mr. THompson. By ail means 

Mr. Anpresen. | have generally found that it takes the Federal 
Trade Commission under any administration a long time to make an 
investigation. 

Mr. Horven. Are we assuming here that it is price manipulation 
that is the cause of the high price of coffee? 

Mr. Menu. I am not assuming anything. I don’t know. 

Mr. Horven. What are the facts? What is the cause of the high 
price of coffee. do vou know? 

Mr. Ment. I know nothing about the economics of coffee. I read 
the newspapers. We have made no investigation. We have no 
authority as far as coffee is concerned, but I would assume from news- 
paper reports and from the Gillette report made a few years ago, that 
the question has been raised of coffee price manipulation by people 
outside of the country who control the supply of coffee at times. I 
have no information—official information —on that subject. 

Mr. Horven. The committee should have some factual informa- 
tion. There are rumors that the Brazil coffee crop is short, due to 
frost conditions and weather conditions. It has also been suggested 
that the supply of coffee does not equal the demand. 

Mr. ANprRESEN. We are going to have some other witnesses here 
when we get through with Mr. Mehl. 
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Mr. Horven. It appears that the more we investigate the coffee 
situation, the higher the price becomes. 

Mr. Hiti. May I ask the witness this question: Don’t you know 
anvthing about the economies of the coffee situation? 

Mr. Menu. No, sir. We have about 20 commodities under the 
act. [am not even an expert in each one of those, and coffee is out- 
side of our jurisdiction 

Mr. Hitx. I cannot quite agree with that. Do you buy your 
groceries or do you get them donated? 

Mr. Merut. | love coffee, yes. 

Mr. Hitt. Do you know anything about what your wife paid for 
coffee a year and a half ago?) Maybe you bought it. What was coffee 
a year and a half or 2 years ago? Let’s have the facts on that. 

Mr. Menu, I am just guessing but I assume she paid around 70 or 
(oO cents. 

Mr. Hiti. And during the war she paid 45 to 60 cents, did she not? 

Mr. Menu. That may be. 

Mr. Hit. And what is she paying right this morning? 

Mr. Ment. I am not sure, but probably a dollar or close to a 
dollar, ves; sir. 

Mr. Hitzi. Then you do know something about the price of coffee 
personally? 

Mr. Mernvt. Oh, ves. Your cross examination brought that fact out 
very well. 1 know that much about coffee. What I mean to say is 
that we do not have the information concerning the way trading is 
conducted, who the people are who trade in coffee on the New York 
Coffee Exchange. 

Mr. Hii. Then you do not know any more about what causes me 
to pay $1.06 for a pound of coffee that I used to buy for 40 cents, than 
I do? | can do something about it and | am going to do it L am 
already doing it—I am going to drink tea. 

Mr. Cootey. Why not milk? 

Mr. Hint. Ido. Milk and tea. 

Mr. ANpRESEN. The gentleman from Maine. 

Mr. Meut. I believe the coffee has been getting a little thin at my 
house lately, too. 

Mr. Hinu. Before it gets thinner they will price themselves right 
out of the market. 

Mr. ANpRESEN. It may be getting thin, but 1 am about to propose 
that we use milk instead of coffee and then | am working now on a 
formula that will give this milk a coffee flavor, then Ll think we can get 
that up just like we got up oleomargarine. 

Mr. Hertona. | suggest orange juice. 

Mr. Anpresen. We will put in orange juice, too. 

Mr. McIntire. Mr. Chairman, | would like to ask a question which 
gets back to the bill. 

Mr. Mehl, there has been some discussion here as to it providing the 
authority to investigate trading practices and so forth, but does the 
bill go further than that and provide under the Commodity Exchange 
Act the authority for disciplinary action relative to the trading of 
coffee? 

Mr. Meru. Yes, it does. When vou are ready, I would like to 
tell you just what would happen when this bill goes into effect, if it 
becomes a law. 
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Mr. Melnrire. This bill does not just authorize vou and your 


asSsor lates to keep yoursel ve ss post d relative Lo coffee? 

Mr. Ment. Oh, no. 

Mr. MeIntrre. It also authorizes vou to step in, as with other 
commodities under the act, for such disciplin: ary 2ction as Is consistent 
with the Commodity Exchange Act? 


Mr. Menu. That is right. 

Mr. Anerneruy. Can’t we concede that it is quite possible that 
some real bene fit might come out of the high price of coffee? You 
know \ » he ave a leve loped these coffee breaks and are losing é lot of 
time around here. Coffee might get so high that it could break the 
coffee breaks and thus get more work out of all of us 

Don’t you think that would be a good thing? 

Mr. Merut. I think it is possible. 

Mr. ANpDRESEN. Just one question that occurs to me. If we 
include coffee in the legislation as proposed, and it becomes a law, 
would the Commodity Exchange Authority have the power to close up 
the coffee exchange if it found manipulation and excessive speculation? 

Mr. Menu. The first thing that would happen if this law went 
into effect is that within 60 days it would become unlawful to trade 
in coffee for future delivery on any exchange in the United States 
unless that exchange were licensed or designated as a contract 
market. 

In its application for license, it would have to show that it makes 
some provision on its own account, by its own rules, to prevent 
manipulation and corners and to prevent the dissemination of false 
and misleading ep or market information to influence prices. 

Now, then, after having been designated as a contract market, if 
an exchange shoul change its ruies or should fail Lo do something 
which puts it in the position of not meeting the conditions for con- 
tract market caen ben, the Commodity Exchange Commission 
consisting of the three Cabinet officers Secretary of Agriculture, 
Secretary of Commerce, and Attorney General—could move and 
require that the exchange show cause why its license should not be 
revoked or suspended. It would mean stopping it. That is a very 
drastic action. 

\Ir. ANprusen. Has it ever been done on any commodity over 
which the exchange had authority? 

Mr. Mruzt. No market has actually lost its license by virtue of 
such a proceeding. There was one during Federal Farm Board days. 
The controversy grew out of a large national cooperative grain com- 
pany being denied f . trading privileges on an exchange, and a pro- 
ceeding was started, but the co-op was subsequently admitted to full 
privileges and the case was closed. 

But our policing of the markets is not just an occasional investiga- 
tion. Through reports, through the examination of books and records, 
we try to know, within reasonable limits, who the people are who are 
in the market, whether they are speculators, whether on vy are hedgers, 


whether they are processors, Whether they are merchandisers, and so 
on; and we know what their positions are in the marke ot. 
We are not interested in the smaller accounts except on occasion, 


but our policy is to try to prevent abuses rather than to punish them 
after they occur. There is plenty of authority in the act to deal with 
people in the United States as well as outside of the United States 
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so far as the use of our markets is concerned, and we can deny trading 
privilege s to any person who violates the act. . 

That means that no member of an exchange can take orders from 
that person. And that has been done. Let me say now, if this bill 
passed we would have no interest, we would have no occasion, to make 
the kind of investigation that the Federal Trade Commission is mak- 
ing. Our purpose would be centered on the future and in daily super- 
vision to see that these things did not occur, if they do occur. We are 
not concerned about past manipulations on the New York Coffee and 
Sugar Exchange, because there is nothing we could do about it until 
after coffee is in the act. 

Mr. ANDRESEN. The gentleman recollects that in going over the 
speculative accounts in trading on commodities over which vou have 
jurisdiction my committee found that there were a good many specu- 
lative traders in Hong Kong, Mexico City, Habana, and various parts 
of the country, but it was impossible to secure the names and accounts 
of the individual traders because they might be a — age house in 
some other country, which gave their order and the broker sent in 
their order in bulk, whatever it was, without nine specific about 
giving the names of the various traders, whether they were Americans 
or foreign nationals. 

You have the authority, if coffee is included, to find out who these 
speculative traders are in foreign countries who deal with foreign 
brokers, but operate on the New York Exchange. 

Mr. Menu. Let me say that where we have a foreign commission 
firm that has customers abroad and it puts its trades through a com- 
mission firm in the United States, we can require the commisson house 
in the United States to call for a breakdown of the foreign commission- 
house account. 

Now, let me tell you, going back to sovbeans: We investigated the 
sovbean market a couple of vears ago and [ can talk about this 
because it was covered in a published report. We found that quite 
a lot of the trading in sovbeans came from Hong Kong. It came 
from a commission house in Hong Kong. We called on that com- 
mission house for a breakdown list of its customers and the positions 
that thev had in the market. They furnished it to us. We did not 
go to China, I do not know what we would have found if we 
had gone over there and ascertained absolutely that these were bona 
fide names, but I do not believe that the United States Government 
is so helpless that it could not do something about it, and I am sure 
that we would have the help of the FBI and other investigative 
agencies that would help us on that if the need arose. 

On this business of being impossible to police this market, because 
of a lot of foreign traders, that is nothing unusual. We have people 
trading in cotton, you know, and other commodities that are already 
under the act from nearly every country in the world. 

We have about 560 registered brokerage firms; these have over 
1,200 branch offices; they have 1 or more offices in every State in the 
Union except 1, and in at least 11 or 12 foreign countries. So that 
is a problem that we have been living with for a good many years. 

Mr. Gotpen. On the present power in the act, if one of these foreign 
commission houses arouses your suspicion and you think they are 
manipulating the market, you still have the power, as one of the 
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customers of our commission houses, to exclude them from trading, 
do you now? 

Mr. Menu. That is exactly what we would do. If the commission 
house refused to give us the information called for, we would cite 
them to show cause why it should not be denied trading privileges, and 
it would have to choose between giving us the information or being 
denied trading privileges on all markets in the United States. 

Mr. Gotpen. That would enable you to regulate this foreign traffic 
the same as the domestic, would it not? 

Mr. Ment. We have pleaty of foreiga traffic, as you gentlemen 
know, trading m wheat and in cotton, from foreign countries. 

Mr. Gotpen. But you can regulate it through that power that vou 
now have? 

Mr. Menu. We can regulate anything in this country if the trading 
is in this country. It may o1 
Mr. Gotpen. Mr. Mehl, 1 have a copy before me of S. 1386. The 
bill that passed the Senate oa February 10, and beginning on line 4, 


mimate outside. 


| quote: 
i 


| il i ! rice, corn, oats, barlev, rve, 
la | rai yr ims, mill feed hut eggs, Solanum tuberosum (Iris! 
; ps, fa lard, tallow, cottonseed oil, peanut 
oil, so in Oil, and all ot ats and cottonseed meal, cottonseed, pear 
| i i ’ 


Now the question | want to raise is this: You now have the 
authority to regulate all these commodities except coffee, 1s that right? 
Mr. Miu. That is right 
Mr. Gotpen. In other words, you now have the authority to 
regulate all of these other commodities but you do not have authority 
to regulate coffee? : 

Mr. Merny. That is correct 

Mr. Gotpgen. In other words, coffee is the only commodity being 
added by this bill? 

Mr. Muni. That is exactly right 

Mr. Goupen. In view of the fact that it looks as though you do 
have rather wide authority to regulate other commodities, I am 
wondering why there is so much opposition to coffee. 

It looks to me like there should be no serious opposition to regulating 
a commodity as widely used as coffee, in view of the fact you now regu 
late flaxseed and millfeed, grain sorghums, wool tops, and all fats 
and oils, cottonseed meal, soy beans, rice, barley, and so on. 

It looks to me like it is not unusual or unreasonable to include 
coffee. I am just wondering why the opposition. 

Mr. Cootey. I would like to ask Mr. Mehl if every commodity 
named in the law today—those just named by my colleague —are 
produced in America in great abundance? 

Mr. Menu. They are produced in America. 

Mr. Cootny. And in great abundance. All these commodities are 
American grown that are in the law now. 

Mr. Menu. Yes, I think that is right. 

Mr. Cootey. And coffee is not grown in America and all of it is 
imported, that is right, is it not? 

Mr. Meutu. Yes. I understand that coffee is grown in Puerto 
Rico and Hawaii, but mainly it comes from abroad - 

Mr. Coo.tey. Our real supply comes from abroad? 

Mr. Menu. Yes; 1 believe that is true. 
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Mr. Cootry. I want to ask this question: Has anybody in the exee- 
utive branch of the Government from the President down asked for 
this legislation? ‘The truth is that it originated in the minds of some 
Senators over there who introduced and sponsored the bill; isn’t that 
it? 

It is not a request from the administration in power. 

Mr. Meuv. I think that is right. It did not originate in the 
executive branch. 

Mr. CooLtey. How many witnesses representing the public appeared 
in the committee room over on the Senate side and asked for this 
bill? Do vou know of any? 

Mr. Menu. No; I do not know of uny witnesses there except the 
exchange people. 

Mr. Cootry. That is all. 

Mr. Poace. I want to make it clear that when I raised these ques- 
tions I was not opposing the bill. Frankly, it does not seem to me 
that it is going to do a thing one way or the other. J cannot see 
that it is going to reduce the price of a cup of coffee; I do not think 
it is going to have any effect on the coffee market one way or another. 
I was simply wondering why this sudden belief that we should go back 
to controls as a recipe for all of our ills, after having so recently 
repudiated price control and rationing. I was just wondering why 
we should turn the calendar back. 

[ am not opposing the bill; I do not see any objection to looking at 
coffee or looking at jellyfish if you want to. I do not know anything 
wrong that has been happeniog in the coffee market. If there has 
I have not any objection to anybody looking at it. I understand the 
Trade Commission is now investigating. Ido not want to indict some- 
body and let the word go out in the newspapers that this committee is 
convinced there is a lot of wicked speculation that is the cause of the 
high price of coffee unless we have some evidence. 

[ was just wondering, why bring this thing in here? Why not let 
the Trade Commission and the Senate complete their investigations? 

Mr. Cootry. Will the gentleman yield? 

Mr. Poagn. I will be happy to yield. 

Mr. ANpRESEN. I will recognize the gentleman from North 
Carolina. 

Mr. Cootey. I will say this: I am somewhat in accord with 
Mr. Poage. If we pass the legislation—and I certainly have not 
prejudged the question—and turn it over to you, it is calculated to 
lead the public to believe that Congress can correct all of our econ- 
nomic ills and can do it quickly. 

Do vou know of anything that you could do if we passed the bill 
that could relieve the situation that the public seems to be com- 
plaining about? 

Mr. Menu. Not unless the coffee market has been manipulated, 
or is high by reason of a corner. 

Mr. Cootry. Do you have anything to justify the belief that it 
has been manipulated in an evil way? 

Mr. Meat. | have not made any investigation in that field. 

Mr. Cootey. And consequently you have not any such information? 

Mr. Meat. No, sir. 

Mr. Goupen. As I understand it, you have had about 30 years’ 
experience in dealing with the regulation of commodities that trade on 
the different exchanges? 
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Mr. Ment. That is about right; ves, sir. 

Mr. Gotpen. And the present law covers a great many commodities 
that are used in everyday life by the American people. That is right; 
is it not? 

Mr. Meruv. Yes, sir. 

Mr. Goupen. In your experience do you think that placing these 
commodities under the control of the Commodity Exchange Com- 
m ssion, that allows you to look into these situations, that allows you 
to make corrections when there are squeezes in the market by dis- 
honest traders, do vou feel that that has been beneficial to the people 
that consume thes» various commodities over the years that you have 
been administering the act? 

Mr. Mera. Of course, I think it has been beneficial. The Com- 
modity Exchange Act, it is true, was started primarily in behalf of 
producers of wheat and corn and other grains and cotton but IT am 
firmly of the opinion that anything that distorts the price and causes 
wide and unnatural price fluctuations is detrimental to the producer 
as well as the consumer because the uncertainty that is injected into 
the market cannot help but widen the spread between farm price and 
consumer price. It is just that simple to my way of thinking. 

Mr. Gotpren. The only difference between most of these commodi- 
ties and coffee is-that the majority of the coffee consumed here in 
America is produced abroad. 

Mr. Menu. Yes, sir. 

Mr. Go.pen. With the exception of our Territories and island pos- 
sessions that produce only a small quantity of it. 

Mr. Menu. Yes, sir. 

Mr. Gotpen. Even taking that into consideration, if this bill 
passed and you have the authority to curb these speculations that are 
dishonest, don’t you think it would be beneficial to the honest 
traders and the producers and consumers of coffee? 

Mr. Merut. Yes, sir; I do. 

Mr. Pork. Mr. Mehl, as I recall it, last night or maybe the night 
before lasi, I heard over the radio that somebody had unearthed 
large quantity of coffee that had been in storage for some 10 years at 
some port in the United States. 

I don’t know anything about the truth of that statement. I just 
heard it. Would the Commodity Exchange have any way of check- 
ing up ona problem like that—some large quantity of coffee that has 
been secluded some pl: ice for some myste rious purpose? 

Nobody seems to know why the coffee was there or how it got the re 
or who had control over it. Would you go into a question like that? 

Mr. Ment. We could go into it if we were supervising the trading 
from day to day and keeping on top of the market, as we try to do. 
[ think we might learn something about a situation of that kind. 

Mr. Hertonc. In that connection 1 heard the same story. Mr. 
Polk heard, and I also heard—this is all hearsay—where one of the 
news agencies sent a man to investigate that particular story, and 
he came back with a story—I am just saying this for the benefit of 
the reeord and the other members of the committee—he came back 
with the story that there was no more stored than was normally 
stored and the real reason for the price increase was the terrific 
freeze that hit Brazil last year. He made a very factual report after 
having been on the ground and having seen the whole picture, 
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‘To my mind it is an easy thing to jump in here and pass a law 
when an emergency comes up, but if we do aati before we get 
the Federal Trade Commission’s report, I think we can be made to 
look like a bunch of saps. 

Mr. Menu. I might say that if coffee were under the act, and if a 
story appears in the newspaper of coffee being hidden away in large 
quantities In some place, and if it affected the market, we would get 
interested very fast and find out whether that rumor was true, or 
whether it had been started to affect prices, and if it had been started 
to affect prices there are criminal penalties as well as administrative 
sanctions authorized in the law. 

Mr. ANDRESEN. I might advise the committee that I have noted 
a good many times on commodities that we did not produce in this 
country, and that does not include coffee, but it does include black 
pepper and rubber, where we had to have it and we paid right through 
~_ nose. Whether it was from speculators or suppliers I do not know, 
but I know in the case of black pepper, just a few vears ago, the world 
price was 40 cents and we paid up to $3.12 for pepper. 

On rubber the price shot up over a dollar a pound when we were 
dependent on these foreign suppliers, and the only way to get the 
price of rubber down was to produce synthetic rubber in the United 
States. Of course, you could go into things like that if you had con- 
trol over finding out what type of speculation was going on. 

Mr. Menu. | guess, Mr. Chairman, I stepped out of character as 
a bureaucrat when I indicated a little lack of enthusiasm for this, 
but what I am trying to say is that I hope, if this bill becomes a law 
we will not expect to get two cups of coffee for a nickel immediately 
thereafter, because we cannot promise that 

Mr. ANDRESEN. Do you have anything else vou want to add, Mr 
Mehl? 

Mr. MeInrire. Mr. Chairman, could | ask just one question? In 
section 2 of the bill it provides an effective day as 60 days after date 
of enactment. It would be necessary to draw up the appropriat: 
contracts with the various brokers, commission houses, and so forth. 

Is 60 davs adequate to fully implement a program on a new com- 
modity ? 

Mr. Ment. It is enough time to enable the exchange to get regis- 
tered or designated as a contract market. It is time enough for the 
brokers who are required to be registered to get their applications in 
and be registered. It may not be time enough for us to initiate all 
of the reporting requirements that we would find necessary and we 
would not go at that blindly; we would not just simply take the 
reports that were used on some other commodity. 

We would at that time consult with people in the coffee trade and 
try to get some information concerning problems that might be dif- 
ferent, and adapt our reports accordingly. 

That might take a little longer, but I think 60 days is sufficient 
time to do the things that are necessary to get started. 

Mr. Goupen. I would like to get your thoughts on the very im- 
portant suggestion made by our colleague. I do not think this com- 
mittee or the Department would like to create the impression that 
we found an immediate solution for the high prices of coffee., 

Do you not think if we get our deliberation properly reported and 
the efforts of the administration properly reflected in the press, that 
this is a long-range program, or that we seek to prevent the manipu- 
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lation of coffee, and keep these things from happening in the future, 
and that while we cannot promise immediate reduction in the price 
of coffee, we can regulate this market and maybe do some good from 
now on including the future 


Mir. Menu. I think it would have a very salutary effect, and ] 


think that the public, including the housewives, would appreciate it 
and understand it. 
Mr. At Neruy. Isn’t this a fact: That the passage of this bill, 


when it hits the headlines in. the papers, the people are coin’ to 
assume that Congress has done something about the price of coffee? 


Is) 


iumption that will be around the country? 


Mr. Meu Was that a question? 


Mir. ARerNeruy. Yes. Don’t vou agree with me that when and 
if this bill becomes a law and the headlines appear in the press the cof 
fee consumer will immediately assume that Congress had done some- 
thine about the price of coffee? 

Mr. Ment. That would depend almost entirely upon what kind 
of comp! ion the news writers put on thre ir stories. 

Mir. ARERNETHY. Somebody said somethine about 15-cent coffee 
Personally I like coffee I do not know whether it is worth 15 cents 
or not, but | lke it These people here assume and the press assumes 
that we are trving to do something about the price of coffee So, 


when we pass this bill they are going to assume that we have actually 
aone something about price 


I surely would hate to try to explain what we have done in the With 


of pric I would not mind trvine it but I do not know what the 
explanation would be | could onlv sav we passed a law and it is up 
to \1 \iehl to explain It, 


Mr. Ment. My experience with public reaction is not as great as 
yours, ! am sure, but | have a creat deal of confidence in the reading 
public being able to discern and separate the facts from any color 
that may have been added 

Mr. ABERNETH I thank the gentleman for vielding. 

Mr. Potkx. Will the gentleman yield? 

Mr. Anernetuy. Mr. Golden has the floor 

Mr. Anb N. Were vou through? 

Mr. Poix. I was just going to comment that probably the reverse 
of what my friend, Congressman Abernethy, said is true If we 
refused to report out the bill and refused to pass it, we might be 
likewise charged with not doing anything. 

Mr. Angernetuy. The gentleman might have something there. 

Mr. AnprESEN. I would like to advise the committee that we 
appreciate Mr. Mehl coming here with his associates, Mr. Bagnell 
the others. You have been very helpful to us on many matters, 
and I have a creat deal of confidence in what he and his associates are 
tryin to do 

Mr. Ment. Thank you, Mr. Chairman. 

Mr. Anpresen. If you have nothing further to add, we thank you 

Mr. Mernuu. I have the remnants of a statement here but I think 
prob: bly I have covered most of it in response to questions. 

Mr. ANDREsEN. You may have permission, unless there is some- 

¢ special, to include the remnants as a part of vour statement. 
Mr. Menu. All right. Thank you. 


Mr. ANpDRESEN. We thank you and your associates 


anda 


th 
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STATEMENT OF GUSTAVO LOBO, JR., PRESIDENT, AND LEON 
ISRAEL, VICE PRESIDENT, NEW YORK COFFEE AND SUGAR 
EXCHANGE, INC. 


Mr. ANDRESEN. Our next witness is Mr. Gustavo Lobo, Jr., presi- 
dent of the New York Coffee and Sugar Exchange of New York 
\Ir. Lobo 

Mr. Lospo. Mr. Chairman 

Mr ANDRI SEN We will be very olad to hear from Vou, Mir Lobo 

Mr. Loso. | would like to have assist me Mr. Israel, the vice 
president of the exchange 

Mir. ANDRESEN. We are glad to have him Now. Mr. Lobo. will 
vou tell the committee what commodities are dealt with on the Ney 
York Coffee and Sugar Exchange 

Mr. Lono. Coffee and sugar 

\Iir. ANDRESEN. You don’t deal with cocoa or anv other commodit 

Mr. Loso. We deal with coffee and sugar exc lusively. 

Mr. ANDRESEN. Was vour exchange closed down for a time durin 
the war? 

Mr. Lowno. Yes. The exchange suspended trading during the 
period of rationing and price controls 

Mir. ANDRESEN. How long a time was the exchange closed? 

Mr. Loso. From 1942 on sugar until 1946, 1 think it was, and on 
coffee 1942 to 1947 

Mr. ANDRESEN. Was it closed voluntarily or by order of the Govern 
ment! 

Mr. LLOBO It was closed voluntarily 

Mr. ANDRESEN. Didn't it take legislation to open it up again, o1 
some action by the Government? 

Mr. Loro. Well, some action by the Government, ves, Mr. Chau 
man; the suspension of rationing and price ceilings 

Mr. AnperseN. That is what opened it up, then. It was suspended 
and then vou opened it up? 

Mr. Lono. Yes. The exchange just felt that there was no need 
for it to function as long as price ceilings were in effect, and rationing 
and therefore it did not reopen until the governmental restriction 
were removed. It continued to function for a short time after thi 
imposition of those restrictions in 1942, almost entirely for the pu 
poses of liquidation 

Mr. ANpreRSEN. Are there any futures exchanges dealing in cocoa 
and black pepper and commodities like that? 

Mr. Lorno. Yes, there are 

Mr. ANDERSEN. What are the names of those exchanges? 

Mr. Lono. Cocoa is dealt on the New York Cocoa Exchange and 
pepper Is traded on the New York Produce Exchanges 

Mr. AnperseN. Are there any other commodities that are dealt 
in that are all imported, that we have a futures market for in this 
country? 

Mr. Lono. [think so. If vou will let me refresh my memory from 
records | have here. 

Mr. ANpersSEN. You can put that in the record, if you will, Mr 
Lobo, and you may proceed with your statement 

(The data referred to above is as follows: 


Cocoa, coffee, copper, hides, lead, tin, rubber, sugar, and zine 
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Mr. Lono. My name is Gustavo Lobo, Jr. IT am president of the 
New York Coffee and Sugar Exchange. In my private business 
capacity I am president of Olavarria & Co., Inc., dealing in the im- 
portation of sugar, and partner of Lobo & Co., commodity brokers. 
Accompanying me is Mr. Leon Israel, a member of the exchange for 


more than 25 years, and presently vice president of the exchange. 


In his private capacity he is president of Leon Israel Bros., Inc., 
coffee merchants and a partner of Leon Israel & Bros., members of 
the exchange 

| appear before vou in my capacity of president of the exchange, 
and to offer testimony relating to the proposed amendment to section 
2 of the Commodity Exchange Act, as amended. 

This is essentially the same statement as that which | made before 
the Senate Agriculture Committee. 

The Senate has approved S. 1386 which places coffee trading on 
the New York Coffee and Sugar Exchange under the regulation of the 
Commodity Exchange Authority. 

This amendment seems, on the face of it, to be simple, since it em- 
braces only the addition of one word—coffee. But, gentlemen, I 
submit that the inclusion of coffee among the commodities under the 
purview of this act would bring in its wake a score of major difficulties, 
disruptions, maladjustments, and international complications. While 
coffee may appear, on the surface, to belong in the same classification 
as other products named in the definition of commodities, there is 
one vast difference. The others are domestic commodities. Coffee 
is an import commodity, in its entirety, insofar as the United States 
is concerned, and in its relation to our market. This difference is the 
all-controlling factor. 

Today, the very mention of the word ‘coffee’ is quite likely to 
bring about irrelevant discussions, hasty conclusions, and ill-considered 


action. For coffee, the product, is one thing: a simple, wholesome 
beve “ace, ¢ onsumed and enjoved Dy millions of people throughout the 
world. ‘The way in which coffee is grown, marketed, and supplied to 


the consumers is quite another story, subject to almost as many inter- 
national problems as any product used by man. 

It is to one phase of the marketing of coffee that I should like to 
direct vour attention, for a few minutes—the place of the New York 
Coffee and Sugar Exchange in the marketing process, the operations 
of that exchange, and the difficulties that would be involved in trying 
to consider coffee in the same category as domestic commodities. 

Mr. ANDRESEN. May I inject a question there? 

Mr. Loso. Certainly 

Mr. Anpresen. Are there any other coffee exchanges in the world? 

\Ir. Lono. Yes. There are coffee exchanges in Santos and Rio de 
Janeiro, both in Brazil However, trading on those exchanges is 
very limited for a variety of reasons. It is almost an impossibility 
for others than Brazilians to trade in those exchanges and therefore 
they are not generally attractive as a means of fulfilling the functions 
which are normally required of an exchange by merchants and others. 


Mr. Anpresen. Are there any coffee exchanges in London or in 
other countries of the world? 

Mr. Losno. Not now Before the war there were coffee exchanges 
in both Harve, France, and Hamburg, Germany. There are some 
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reports that one or both of those exchanges may reopen again in the 
future, on there is at the moment no other exchange. 

Mr. ANprREsEN. Then the New York Coffee Exchange which you 
represent is the primary market to deal in futures for the entire world? 

Mr. Lozo. That is correct, unquestionably. 

Mr. AnpreEsEN. All right. You may proceed. 

Mr. Lono. In simplest terms, the New York Coffee and Sugar 
Exchange is merely a meeting place where buyer and seller are brought 
together. The fact that neither the seller nor the buyer need be 
present, but are represented by a broker, does not alter the simple 
facts. The broker representing the seller is anxious to get for his 

seller the best price he can and the broker representing the buyer is 
anxious to get for his principal the lowest possible price. Thus, when 
there is a meeting of minds, a transaction is made, or in terms of the 
trade, a contract is bought or sold. And whether the transaction is 
for spot coffee outside the exchange, or coffee futures on the exchange 
is beside the point. The meeting of minds must be arrived at in the 
same manner. 

The record of the sale is made and reported by the exchange. If 
the supply is short and demand is heavy, like all other articles of com- 
merce, the tendency is for the price to be bid upward. If the situa- 
tion is the reverse, the tendency is for prices to drift downward. 

Another example: In dealing in commodities there are transactions 
which are known as a transfer of “actuals into futures.”” This means 
the trading, or the exchange, of ownership of an actual lot of a given 
commodity on hand in a specific warehouse, ready for immediate 
delivery, for the ownership of a futures contract which calls for 
delivery of actuals some time in the future. Each such transaction as 
this on the New York Coffee and Sugar Exchange must be reported 
and posted so that both buyer and seller, and the public, be fulls 
informed. This is not true of some other exchanges regulated by the 
CEA. 

Gentlemen, I would like to digress a moment here from my prepared 
statement, because of some of the questions that were raised in 
connection with the previous testimony, and try to define the functions 
of a commodity exchange in the normal marketing of any commodity 
that goes from the farmer to the consumer. The essential function 
of any commodity exchange—and this does not refer particularly to 
coffee, in addition to the function which I just stated of establishing 
a price or a basis for trading, to act as a medium for hedging or for 
insurance on the part of producers, merchants, buyers, moka 
who wants to use the exchange. 

Basically such trading is in the nature of price insurance, where the 
risk that has to be carried by any of the factors in an industry that 
does not have a commodity exchange, is renegotiated, so to speak, 
by those others who are willing to take the risk. In the case of the 
fire insurance or marine insurance on the coffee, the risk is taken by the 
underwriters who average out, because of their large volume of 
business, so that the particular merchant does not have to run that 
risk. 

If a particular merchant had to run the risk of normal insurance, 
he would have to get a higher margin between his purchase price and 
his sales price to compensate him for possible heavy loss. By eliminat- 
ing that, by spreading the risk, he is able to lower his margin. 
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Similarly, a merchant who uses the exchange to insure his price 
function, and spreads the risk of changes in price, whether they be 
up or down, is able to perform his functions as a merchant at a lower 
overall cost than he would have to run if he had to run the entire 
risk. Therefore a commodity that is not traded in a commodity 
exchange tends to have a greater spread between the producer and 
the consumer 
Therefore, everything that can be done to maintain the function of 
a commodity exe hange actually works to the benefit of the consumer 
n reducing the full cost of the middleman by spreading the risk. It 
has got to be spread in some way o1 anotherif the commodity exchange 
oing to function, and every record in the theorv of commodity 
xchanges and action in the many vears that commodity exchanges 
have been operating, led to the belief that such margin is actually 
“duced by the functioning of the commodity exchange. 


Mr. MeInrnu Mr. Chairman, may I inject a question right here? 
Mr. ANprRESEN. Mr. MelIntire 
Ny lo » Certa ny 


Nin Nhe INTIRI In the operation of the exchan re’ - Vou keep a ver\ 
areful reeord of who are the trading elements in the exchange that 


the people, the firms, or the people involved—vou have some 
omp ehension of the nature of their business? 

Mr. Lono. We have a list of members who subscribe to all the 
rt ilations of the exchange and whom we control 

MM Mel rik} Che question | was go ‘ttineg at was this: Do you 
have any idea as to the proportion of trading on vour exchange by 
omeone who owns no coffee and the contract is purchased by someone 
vho wants no coll 


Mfr | ono No: we do not have an such records We do not keep 
record of the buver and the seller on any individual transaction. 
Mi Nii INTIRI You don’t know, then and the reason why | 


aise this question is because ui were defining a legitimate hedge 
Mr. Lono. That is richt 
Mr. McIntire You have no wav of knowine how much of vour 
transactions are legitimate hedges or how much of them are pure 


ulation? 


_ 

Mr. Lono. No: we do not However, | want to point out that 
pure speculation, if it is not of the manipulative category, or market 
rigging, is a perfectly legitimate finetion of an exchange. 

Mr. McIntire. I am not questioning the legitimacy of it, but of 

yuurse the impact of it is interesting at times. 

Mr. Lono. That is right. The speculation may or may not have 
in impact on the market, depending on its volume and the manner 
n which it is traded, and such impact need not necessarily be on the 
up side. 

“Mr. MecInrire. That is right, but T do think there is often an inter- 
esting facet of the justification of the treding in futures contrects, as 
to whether the majority of trading is done by those who own coffee, 
into the hands of those who want coffee at some future date, as related 
to those who own no coffee and want no coffee, but are simply in 
there to speculate. You have no way of knowing what degree of 
activity on your market is on the part of those who actually have 


coffee to sell and want coffee at some future date. 
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Mr. Loso. We do not have any normal day-to-day knowledge of 
that function. If it appears to the board of governors of the exchange 
that speculative activity is of a nature that would be detrimental to 
the best interests of the exchange, which are, per se, to the best interests 
of the community, of the market in its entirely, we have the regulatory 
powers to look into the matter, to determine who were the traders, and 
to do exactly what the commodity exchange authority has the right 
to do. 

Mr. McIntire. Just one other question. Your board of governors 
is made up of men who are traders on the exchange themselves, is 
that right or not? 

Mr. Logo. Yes; that is correct, men who are interested in trading 
and such functions, and in the continuing of functioning of the ex- 
change; [ will put it that way. 

Mr. McIntire. I don’t question actual practice, but in theory at 
least, they would be the jury of their own activities. 

Mr. Loso. No; not exactly at all. They would be the jury of their 
peers, perhaps 

Mr. MecInvire. If they are active members in vour exchange and 
sit as a board of governors supervising practic es in the exchange, then 
their own activities come within their own purview. 

Mr. Loso. Yes: but the categories of activities represented on the 
management of the exchange is quite varied, so that their interests 
would not in any one situation all be on the same side. 

Mr. McIntire Yes: | appreciate that 

Mr. Lono. As far as your orizinal question is concerned, the placing 
of the exchange under commodity exchange authority would not alter 
that in anv Way The regulated eX hanes do hort have A knowledge 
of who is trading on the exchange either. 

Mr. Anpresen. Mr. Lobo, did I understand you to say that the 
( xchange did not keep anv account of the transactions? 

Mii Lo1 io No, Mr Chairman The exchange keeps an accurate 
reporting record of everv transaction made on the exchange, but 
onlv as to price and volume and delivery date Not as to names of 
buver and seller. However, I perhaps should qualify that a little 
by saving that in conjunction with the exchange there is a clearing 
association, and that everv buver and seller, at the end of the dav, 
reports to that clearing association all the purchases and sales that 
he made during the dav, giving the price, the quantity, and all other 
details. and those records are kept by the clearing association, which 
is the basis upon which the exchange itself can obtain names when- 
ever anv reculatorv situation arises that it might be felt require 
such names. 

Mr A NDRESEN Then there is an aveneyv W ithin the exchange itself, 
called a clearing association, that keeps track of the sales, the names, 
and the price? 

Mr. Loro. That is right, the clearing association is entirely sepa- 
rate from the exchange. It is a separate corporation, although all 
the members of the clearing association are members of the exchange, 
but it is kept separate in order to guarantee the integrity of the con- 
tract, and that there mav never be any question of defaults or any- 
thine of that kind, and it is the monetary end of the exchange 
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ANDRESEN. And vou can spend brokers from the exchange 
if they don’t comply with the rules and regulations and live up to 
their contracts and pay their bills? 

Mr. Lono. We can and we have done SO, Ves. 

Mr. ANDRESEN. You may y proceed with your statement. 

Mr. Lono. Thank you. Each and every trader on our exchange 
must put up a definite margin to cover each and every transaction. 
This margin serves as a performance bond and a guaranty of the 
sanctity of contract. On some CEA-regulated exchanges a trader 
can merely use a credit line. This is a very important distinction. 

Gentlemen, it is axiomatic, because it is true, that the broader the 
market, the less possible are violent fluctuations. 

In the interest of the American consumer it is our duty and obliga- 
tion to do everything in our power to provide an orderly market. 
But there are some things that are beyond the control of our exchange, 
or any other market, agency, or set of rules. Chief among these is 
the law of supply and demand, which has not vet been repealed. 

In regard to the present situation in coffee, which doubtless adds 
much interest to these deliberations, neither the New York Coffee 
and Sugar Exchange nor anyone else can grow a coffee tree within 
less time than nature itself will bring it to fruition, nor prevent dis- 
asters which bring about short supply, nor offset economic phenomena 
which bring about increased demand. We can only reflect the atti- 
tude of buyer and seller which, in turn, reflects supply and demand. 

I know I speak for the memberskip of the exchange when I say they 
are unhappy about the present very high price of coffee. High prices 
create problems for the entire coffee industry as well as for the con- 
sumer. For the same volume of business the coffee merchant must 
provide more capital, take greater risks and incur greater worries. 

The exchange itself has no right or power to fix or influence these 
prices. In fact, there is little doubt that any attempt by the exchange 
to fix or influence prices would be an illegal act under Federal statutes. 

There are differences of opinion, even among those who deal on our 
exchange and on other regulated exchanges, as to the original purposes 
of the Commodities Exchange Act 

One body of opinion holds that, in addition to protecting con- 
sumers, it was designed for the purpose of protecting the producers 
of our domestic commodities. That it was to assure to the grower 


that in the process of marketing his production his interests would be 





ak annidod, that the mechanics of brmging buyer and seller to- 
gether would vouchsafe the interests of the grower. If that inter- 
pretation be correct, the question arises as to how the extension of 
CEA regulation to the exchange dealing in coffee, which is a wholly 


foreign-grown produc t, could be brought about. 

There is another body of “7 ion Which holds that the Commodities 
Exe hange Act became law for the protection of the trader or spec ulator 
in commodities, this being ain interpreted as the public. 

Whichever of these reasons may have been the controlling one, 
experience over the last 18 years would seem to indicate that the act 
has worked fairly for both sides because both sides are essentially 
American citizens 

On the other hand, coffee is truly an import product, insofar as 
the United States is concerned produced entire] by foreign na- 


tionals, and traded in by perhaps a greater numbe ‘r of foreign interests 








INCLUDE COFFEE UNDER COMMODITY EXCHANGE ACT 25 


than any other commodity extant. The membership in our ex- 
change reads like a world atlas. We have members in 12 foreign 
countries. Ours is truly a world market. 

If CEA were to be extended to cover this world commodity, it 
would, in the epinion of many thoughtful persons, be interpreted as a 
Government policing action, affronting our world neighbors and driv- 
ing trading from our market into those of Rio de Janeiro or Santos, 
or the recovering markets of Western Europe. In addition to the 
international reactions, this would result in a reduction of the broad- 
ness of our market and would unquestionably lead to wider fluctua- 
tions, or no market at all. I believe you will all agree with the thesis 
that thinness is detrimental to any market, whether it be on an organ- 
ized exchange or an open market back of the cowshed 

There are some other considerations to which I would like to direct 
your attention, not in an attempt to either explain or justify the pres- 
ent sharp rise in coffee prices, but rather to point out again that, by 
and large, it is supply and demand which paaaals prices and, further, 
to emphasize that a well-organized, tightly regulated exchange such 
as ours can only furnish the meeting place for buver and seller and 
record transactions, not make prices 

The market for coffee in most of Western Europe, and it was a large 
one, was almost entirely lost to the coffee-producing countries during 
the course of World War II. You know that for some vears then the 
market was surfeited with coffee. Production in the coffee-growing 
countries, reacting to this falling off in demand and consumption, quite 
naturally followed. The recovering economies of Western Europe, 
largely brought about with the aid of American dollars, have within 
the last 2 years brought about sharp increases in consumption of 
coffee. And today there is sharp competition throughout the world 
for coffee which not too long ago found its only market of any con- 
siderable size in the United States 

The improvement of the position of many foreign currencies an d 
the consequent increase in their dollar position has made them strong 
competitors with the American coffee consumer. For example, today 
coffee is selling at retail in Western Germany at about $3 per pound 
And consumption, | am informed, is almost 100 percent greater than 
it was only | vear ago 

Mr. Poik. Mr. Chairman, may I[ ask a question? 

Mr. ANpRESEN. Yes. 

Mr. Pouk. Is it not true that your exchange deals only in coffee 
futures? 

Mr. Lozo. That is right, Mr. Polk. 

Mr. Por kK. Don’ { you deal in coffee itself? You are dealing only 

futures? 

Mr. Lozso. We are dealing in contracts for the future delivery of 
coffee. 

Mr. Pouk. And that is all that you handle? 

Mr. Lorno. That is all that we deal with; ves, sir. Hence, the 
dollars that we have sent abroad are now being released for world 
trade and are showing their effect in the marketplace in competition 
with ourselves It does not i three the ‘extension of any recula tion 
which would hamper the comp licated processes in our market or further 


tend to drive trading to othe vorld markets would in any way change 


the basic economic picture or aid the American housewife 
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Coffee, as a product, is unique when compared with our domestic 
commodities in regard to the time element. The time of movement 
of a given lot of coffee from the coffee fazenda to the erocer’s shelf 
may be as much as 10 to 12 weeks, or more. This, then, makes it 
obligatory that the roasters, who purchase the green coffeebean 
must plan their purchases many months ahead in order to be assured 
of the necessary supplies and to keep the so-called pipelines of pro 
duction moving to the consumption level. Hence, as this time 
element is lengthened, the risk element is thereby increased and, 
hence, hedging for the protection of these long-time commitments is 
a very necessary and unavoidable part of the business process. 

I feel, in justice to this committee, that I should point to certain 
difficulties which our study of the problem indicates would follow the 
enactment of this bill. Of course, the major consideration is that all 
the other commodities in which futures trading is subject to the pro- 
visions of the Commodities Exchange Act are grown domestically, 

Coffee would be unique among the commodities covered in that it 
is grown only outside the United States. This fact suggests many 
difficult questions: How would the Commodities Exchange Commis 
sion police its regulations where the transactions would very frequently 
be those of foreigners resident in a foreign country? How could it 
possibly apply the provisions of the act which differentiate between 
hedging transactions and other transactions when the basis of the 


‘ 


distinction would depend on facts available only from foreigners in a 
foreign land? How could it invoke limits of trading against foreigner 
whose use of aliases it could not investigate? If. because of these 
problems, it were decided to limit the access of foreigners to our 
fut es market, the effeet would be more apt to reduce the supply ol 
coffee than to increase it, because the availability of an adequate 
hedge is frequently the basis upon which bank credit can be obtained 
to finance the crop. 

Mir. ANDRESEN Mr. Lobo, in that connection, do you think that 


be some manipulation and 


there is anv possibility that there might 

speculation in futures by foreigners who trade in the market? 

\ir. Lono. Mr. Chairman, there is certainly the possibility of speeu- 
| 


lation by foreigners who are trading in the market, but we do not 


know that there is On the other hand, we do not know that there 
is not, because we do not and cannot check into the actual buyers 
and sellers. Manipulations? There is always the possibilitv, even 
though we feel that there is not the slightest bit of evidence of any 
manipulation, either by domestic or by foreign buvers 


Speculation, Mr. Chairman, as I said before, is a very necessary 
function of the market. Without speculation neither coffee nor any 
other commodity market could function, and speculation is a very 
necessary part in carrying the risk insurance inherent in commodity 
markets; so there is speculation, we need speculation, we must have it 

Mir. ANpDRESEN. I don’t question vour statement on that, but what 
I was referring to in particular was manipulation. When foreign 
traders get together and operate through the brokers who deal on out 
exchange, they all have to deal in dollars, don’t they? 

Mr. Loso. Yes, sir. We only accept dollars and as margins and 
In payment of debits 
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Mr. ANDRESEN. So that if a trader in Hong Kong buys coffee futures 
on your board of trade, he has to settle in dollars. You don’t accept 
Chinese currency or British currency or Brazilian currency? 

Mr. Loso. That is right. 

Mr. ANprESEN. Therefore every transaction must come through a 
broker who is a member of your exchange? 

Mr. Lono. That is right, certainly. 

Mr. ANDRESEN. So in answer to some of the questions you have 
raised in that paragraph, if coffee is put under the exchange authority, 
your brokers could be required to divulge the information on their 
different traders and their volume, and see whether or not they were 
legitimate dealers, and secure the information they do on other 
commodities that are under Commodity Exchange control You 
don’t want any crooked manipulations on the exchange 

Mr. Lono. No, sir, we do not 

Mr. AnpresEN. If vou don’t know, if you have no way of finding 
out, according to what vou have said here, it might be a healthy thing 
to strengthen vour Coffee and Sugar Exchange if you did have a litth 
police protection on it. 

Mir. Lono. No. I think | stated that we have our own police 
protection in case we feel there is any manipulation. In answering 
your question perhaps on manipulation, | think that it is almost self- 
evident that manupulation cannot long affect the trend of anv com- 
modity price. Manipulation eventually must liquidate and must get 
out. At the best it can only affect the price over a short period of time 

If there had been any manipulation in the coffee market in the time 
of the previous investigation into coffee price s in 1949-50, it would, | 
believe, follow that when that manipulation had run its course, that 
prices would have declined again. As a matter of fact, prices did not 
decline. They maintained a fairly and quite stable plateau from 1949 
until the increase started again in the fall of 1953, which to us, and to | 
believe any student of markets, would indicate that the cause for the 
previous rise was entirely that of supply and demand and was not 
manipulative, and [ believe that we have the same situation here again 

Mir. ANpresen. If a man that was big enough or a firm that is big 
enough could corner the market when there is a short supply 

Mr. Lorno. Well, if a firm were big enough they could corner the 
market but they have not done so. 

\Ir. ANDRESEN. It seems to me I remember a few vears ago there 
was a trader in a country to the south of us, who cornered a certain 
type of sugar market, and that is in world trading in sugar. 

Mr. Loro. I don’t think so 

Mir. ANDRESEN. Members of your exchange told me about it. It 
is Just a recollection. 

\Ir. Lono. I think perhaps they attempted to corner the market, 
but there was no corner that actually—well, as far as I know there 
was nothing in the way of a corner that actually was successful. Not 
as far as I can recall at this time. 

Mr. ANDRESEN. How many traders do you have trading on vour 
exchange who are large substantial operators on the exchange? 

Mr. Lorno. By operators, Mr. Chairman, do you mean 

Mr. ANprRESEN. Traders. 

Mr. Lorno. I am trying to differentiate. By ‘traders’ do you 
mean hedging traders, or what we might call 
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\Ir. ANprESEN. I do not know how you can differentiate between 
hedging traders and speculators. This committee has always recog- 
nized that legitimate hedging was a proper thing to do, and necessary, 
as insurance. But I do suppose that you have large traders—you 
could find out at least from the clearing association who they are 
who do engage in large transactions in futures. I know we found 
them from Hong Kong to Mexico City, and a good many other places, 
on other commodities 

Mr. Lono. There is no question but that there are large traders in 
coffee and sugar on our exchange. I do not know, | can assume 
sometimes 

Mr. ANpreseN. What was the average volume of business now 
taking place in the last 3 or 4 weeks in coffee? 

\lr. Loso Perhaps 200 contracts a day. 

Mir. ANpDRESEN. How many bags of coffee on a contract? 

Mr. Lono. Two hundred and fifty, so that would be 50,000 bags. 

Mr. ANprRESEN. Fifty thousand bags? 

Mr. Lono. Yes, sit 

Mr. AnpreseNn. Is that a large or a small volume compared to 
what it was when the price was down, when the exchange opened up 
here a few vears ago? 

Mr. Lono. Mr. Chairman, I have here the daily volume of trading 
on the New York Coffee and Sugar Exchange from July 1, 1953, when 
the rise commenced, let us say, or at the time of the freeze in Brazil, 
to date, which I would be glad to make a part of the record. 

\Ir. ANpDrRESEN. Would vou also put in comparable figures for 1949 


the same period? 

Mr Lono | have with me fivures trom 1948S to date of the aver- 
age volume of trading I do not have it richt here but I have it 
with me and [ will be glad to make those part of the record. 


] 
idl 


{ 
Th ; document relerre d to abo eC 18 as follows: 


NEW YorRK COFFEE AND S R EXCHANGE, IN¢ Dairy Corrne TRANSACTIONS 
Continued 
11,250) Aug 3 25, 900 
) 14. 500 1 29, 500 
13, 750 5 71, 000 
6 22 750 6 £5, 500 
7 109, 750 7 17, 250 
x 98. 750 10 23, 250 
) 50, 500 11 19, 500 
10 SO, 250 12 $3, 500 
2 60. 250 13 60, 750 
14 51, 250 14 66, 000 
10, 250 17 34, 750 
16 29. 500 18 65, 750 
17 57, 700 19 10, 500 
2) 19. 090 20 26, 000 
21 17, 500 21 33, 500 
29 37, 500 24 10, 000 
23 73, 2450 25 17, 500 
24 39, FOO 26 16, 500 
7 9, OOO 27 21, 750 
2s 73, OOF 28 33, 750 
»Q 105, SOE 31 13, 000 
3) 11.500!| Sept. 1 15. 500 


21 72. 500 9 18, 250 
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New YorkK CoFFEE AND SUGAR EXcHANGE, INc.—DatLty CorreEr TRANSACTIONS— 
Continued 


[In bags] 





19538—Continued 1953—Continued 
Sept. 3 22, 250| Nov. 24 18, OOO 
i 15, 750 25 29, 500 
- 8 19, 000 27 16, 500 
4 25. 250 30 17, 500 
10 15,250! Dee. 1 3 60, 500 
11 13, 750 2 108, 250 
14 24, 500 5 94, 250 
15S 19, 250 } 92, 750 
16 18, 750 7 83, 750 
17 31, 500 ‘ 128. 250 
ik 16, 250 9 132, 750 
21 23. 500 10 76, 000 
22 15, OOO i | 76, 250 
23 9, 250 14 56, 250 
24 15, 750 1d 122, 000 
Zo 12, 250 16 68, 250 
28 10, 250 17 116, 250 
29 13. 250 18 LOS, OOO 
30 7, 000 21 163, 250 
Oct | 6, 756 22 126, 250 
2 2, 250 23 06 250 
y 1, 000 24 10, 250 
o t, 500 28 10T, 000 
7 & 500 29 17. 000 
& 66, 000 30 1? 000 
9 106,500 31 42, 000 
13 59, 750 

14 15, OOO 1954 
Ld 64, 500) Jar { 86. 000 
16 28, 250 y 55, 750 
19 28, 000 6 64, 750 
20 11, 500 7 76, 750 
21 11, 250 S 118, 500 
22 12, 250 1] 113, 000 
23 26, 000 12 85, 500 
26 16. 500 13 141, 500 
27 23, 750 14 97, 500 
28 10, 000 15 59, 750 
29 11, 000 18 54, 000 
30 18, 250 19 74, 000 
Nov 2 18, 750 20 17, 500 
4 22. 250 21 94, 250 
i] 29, 000 22 $1). 2a0 
6 17, 250 25 29, 750 
9 6. 500 26 50, 750 
10 17, 500 27 12, 000 
2 15, 500 28 ; 56, 750 
13 28. 500 29 - 38, 000 
16 8,500} Feb. 1 24, 000 
17 20, 000 2 17, 000 

18 54, 500 cs oe 

19 13, 000 3 39, 000 
20 21, 500 1 ; 24, 250 
23 38, 250 5 36. 500 


Rumors of devaluation 
Increase in loa lu 


4 OO 54 
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Mr. Kine. The international aspects of coffee make it really unique 
among the other commodities listed for commodity-exchange control 
What percentage of, let us say, the world trading in futures is done 
on the New York Coffee & Sugar Exchange? Are these other mat 
kets that vou mentioned to which trading might be driven by too 
tight a regulation here, are they really important in the world trade? 

Mr. Lono. They are not important at the present time. I do not 


have actual figures of their volume but as an out-and-out guess, | 
would sav that a minimum of 90 percent of the total volume of futures 
trading is done on the New York Coffee & Sugar Exchange, on coffee 


Mir. KinG. One more question: Because of its international aspects 
and the fact that the commodity comes largely from foreign lands, do 
vou think that the ordinary rules of the Commoditv Exchange Com- 
mission might be detrimental, might be a handicap, in your freedom 
of operation? Are you not anticipating regulatory rules on the part 
of that Commission that might not necessarily be made? As I under- 
stand, this authority is set up only to make trading honest. It is not 
set up to really interfere with the normal operations of an exchange 
Therefore, is it not possible that this Commission and authority, 
recognizing the unique position of coffee, might treat it separately, as 
I understand they do all the other commodities more or less separately 
and therefore might not make anv rules or regulations which would 
be in anv way detrimental to vour operation? 

Mr. Lono. As I understand the Commodity Exchange Act, each 
commodity has a separate section W hich deals with the particular 
problems of that commodity However, there are certain require- 
ments of an overall nature which must apply to every commodity 
As a matter of fact, some of those commodities in the present C'om- 
modity Exchange Act would be extremely harmful, and I do not know 
whether they could be changed by the Commodity Exchange Act o1 
not The principal one of those is the question of hedging. 

The present act, if I understand it correctly, limits hedging trans- 
actions by a producer to the amount of the product that he raises 
within the continental United States and its territories 

Mr. AnpreseN. I think vou are mistaken on that. There is a limit 
on the volume of trading for each transaction, and the line of that 
commodity that a particular trader may have. 

What is it on wheat, Mr. Mehl? 

Mir. Ment. Two million bushels, for all futures combined, but that 
is the limit on speculative position. It is not a limit on hedging. 
may also say that there is no prohibition in the act or in the regulations 
against using the futures market in the United States for hedging oats 
or commodities crown outside of the United States. 

Mr. Kine. Furthermore, hedging ceases to be hedging when you 
take a position that is in excess of some opposite interest. It then 
becomes pure speculation and not hedging. 

Mr. Loso. Then it is not hedging, but if there is any limitation on 
hedging 

Mr. Kaine Well, there isn’t, mm excess of one opposite position or 
interest, is there? What I cannot understand is that vou think this 
would be very objectionable, but specifically, what order of the Com- 
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mission would handicap you and in any way weaken the position of 
the New York Coffee and Sugar Exchange in the world market? 
What specific regulation have they ever handed out on any other crop 
which, if applied to vour crop, would handicap your trading? 

Mr. Lono. Actually, the very fact of regulation could be limiting 
to trading on the part of foreign traders, and the fact that we have a 
foreign-grown commodity means that a very considerable percentage 
of the volume is foreign trading. 

Mr. MeInrire. I just want to raise the question: Wool is grown 
over the world and traded on our exchanges here Is there any 
regulation relative to trading of foreign wools on our trading exchanges 
which you think would be detrimental to tradmg wool for American 
traders on the American exchange? 

Mr. Lono. I am not familiar at all with wool trading. 

Mr. MeInrire. You are familiar with the fact that our needs in 
this country are far in exceess of our domstic production, so it must 
come from foreign sources and the trading m wool futures is a very 
substantial part of the market mechanism of wool. Do you think 
that the fact that it has been regulated is detrimental to wool trading? 

Mr. Lono. Not that I know of but there is enough domestic pro- 
duction of wool to at least make it a kind of balance wheel that would 
not subject it to some of the elements which we feel are different in a 
totally foreign-grown commodity. There is nothing to stop traders 
from trading in foreign-grown cotton or foreign-grown wheat, but 
there is enough domestic production in those commodities, which to 
our mind may differentiate them basically from coffee 

Mr. Kine. Let me ask another pertinent question. Then since 
you mention no specific rule or order as being detrimental, isn’t 
your opposition then based on just a sort of general dislike of having 
to report to the Government and submit to their investigations? 
Let me say in connection with that, I think it is a worthwhile and 
worthy objection, where nothing is accomplished—-and | am not 
enthusiastic about this bill because I don’t think it is going to accomplish 
anything of benefit to consumers or anybody else: 1 merely do not 
understand, unless you state specifically something that would be 
a detriment to you, why vou object strenuously? 

Mr. Loso. The additional reporting obviously we are not en- 
thusiastic about. However, if we felt that it would do any good to 
have the coffee trading under the Commodities Act we would welcome 
it. There is no question about it. But we feel that it is very un- 
likely to do good and may do harm. The foreign trading which re- 
quires, as the chairman brought out before, the paying of margins in 
dollars leads to problems of international currencies and international 
financing in which the requirements of the CEA could be restrictive 
of trading. No matter how legitimate any particular trade can be, 
there would be a certain amount of fear or holding back on the part of 
a foreign merchant, producer, or trader, to trade on the exchange, 
because his name might be made public. Whether it would be 
censored or not would be immaterial. He just does not want it 
because he is the resident of another country. He does not want to 
make himself subject to certain restrictions, 
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‘The man may not be justified in his fears, but if he has them and 
if he does not trade on the exchange and it makes it that much harder 
for our American citizens to trade on the exchange and for our mer- 
chants to trade, we may find that not only does the inclusion of coffee 
under the Commodity Exchange Act not do any good but it will do 
some active harm by increasing the price to the consumer, to the 
American housewife, because of making it just that much more diffi- 
cult for the merchant to carry on his normal hedging processes, his 
insuring of his price, which permits him to function on a very, very 
low percentage markup, which I believe we can show quite effectively 
if the question arises. He would have to have a greater markup to 
compensate him for the greater risk, and actually it could result in a 
ereater price for coffee rather than a lower price for coffee—a greater 
increase-—which I do not believe would be beneficial to our country, 
to our economy, or to our consumers. 

Mr. Kine. Furthermore, you may think that this would be detri- 
mental to our home economy by just the extent of the expense of the 
Commodity Exchange Authority in handling it? 

Mr. Loso. I do not know how much it would cost the Commodity 
Exchange Authority but whatever it is, if it is not going to do any 
good, why spend it? 

Mr. Kine. Let me ask one more pertinent question: The total 
transactions on the New York Coffee Exchange in coffee compare with 
the world production of coffee how? Three or four times as much? 

Mr. Loso. No, sir. Total transactions in 1953 were about 8 mil- 
lion bags of coffee against a world exportable production of about 
30 million bags. 

Mr. Kine. That indicates then that futures trading in coffee has 
not run wild? 

Mr. Loso. No; I do not think it has. I have here the opening 
positions from 1948 to February 4 which do not indicate any tremen- 
dous upsurge of interest in these last 6 months. There has been some 
increase, which is only natural in any period of market movement, 
whether it is up or down, but it is not indicative of any attempt to 
corner a market by any manipulative interest, which I will be glad to 
make a part of the record. 

1 also have the total volume of trading, by months, from 1948 to 
date which I will also be pleased to make a part of the record if the 
committee desires. 

Mr. ANDRESEN. We would like to have that in the record. 
(The documents referred to above are as follows:) 
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NEW YoRK CorFEE AND SuGAR EXCHANGE, IN¢ 


Coffee open interest—monthly high and low—February 1954 


In lots] 























1948—J lary 1 1.2 
February 9 { : 2 
Mi 2 1,429 
Ay 2 | 1,120 
M 9 9 | & 1.090 
Ty 9 2 1. 136 1, O87 
2 9 1.119 034 
2 oH 718 
851 798 
153 R56 
S 1.140 O85 
8 1, 144 1, 076 
1949—January 34 49 1,414 1,110 
February ( oS 1, 529 1,429 
March ROY 698 1. 490 1, 458 
Apr 1,170 1, 450 1, 261 
May 1,24 ] 1, 26 1,115 
June ] { 1,12 Rl 
Tul 4 ROF 622 
(4 1, 407 612 520 
l 1,4 2 393 
2H l , 401 { 
2, 322 2.7 6t 
150 KD] 2 a 939 
R04 2, 64 ) 218 
2,79 2, 612 219 7 
x4 2 7 ) ws 
032 2.738 ( 121 
2, 664 8 ) 
2 2 335 70 3 
2, Ht 2, 422 1S 
2, 95S 2, O62 S Y 4 3 
2. 93 4 y 4 4 
2 O34 ; 9 6 4 
069 2, 74 } 9 f 4 
) 2,80 2.511 { 4 
2,48 2, 188 ‘ ‘ 
2, 185 > O95 { 
2, 287 2, 146 
2 OK4 1. 987 5 
2, 084 1, 939 A 
2, 208 2 (021 ; 
<3 ‘ore 2 
September 2, 363 2, 251 2 
October 2, 47 2 l 
November 2, 59: 2, 484 
December. -- 2, 809 2, 60 
j i| | 
| Contract § Contract § 
— = 
High | Low | High Low 
oe ve a iinet 
1952—January -......- a 2, 994 2,817 || 1953—February 2, 168 1, 972 
February 2, 972 2, 887 March 2,17 2, 087 
March. - 2, 904 2, 685 A pril | 2,174 2, 069 
A pril 2,611 May Salil ane 2, 151 1,972 
May 2, 523 June 1, 997 1, 767 
Tune 2, July 2,079 1,770 
July 2, 152 August aa - , dal 2, 065 
August 2, 047 September Reale 2,414 2, 330 
September 2, 100 October 5 2, 428 2,322 
October 2,151 November 2, 682 2,412 
November.. 2, December ‘ 3, 216 2, 704 
December . 2,140 || 1954—January 3, 003 2, 705 





1953—January -- 2, 096 February 4 2,602 
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Volume of sales February 1954 Continue 
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Mr. Kina. I would like to make the point that, on the basis of that 


information, coffee trading differs substantially from trading in onions, 


where futures (rading in onions are more than double the entire pro- 
duction of the United States 

Mr. Anpresex. Do you have a delivery point on futures contracts 

Mr. Lozso. On coffee 

Mir. ANDRESEN. On grains when you buy a contract in Chicago, on 
corn or wheat or some other commodity there, the delivery point is 
there, and your grain must be there. Do you have that on coffee? 

Mr. Loso. Yes; sir The coffee must be delivered in the Port of 
New York. 

Mr. ANpreseN. If the coffee is not there, then there couid be a 
GueeZ »? 

Mr. Loso. Yes, except that the man who sold the contract may 
have the coffee in Brazil and shipping time from Brazil to New York 
is 2 weeks. Ships take about 14 days, or something lke that So if 
he has the coffee in Brazil for delivery in the month of March, if it 
comes to the first day of March and he finds it is essential for him to 
vet the coffee up to New York, he can simply order it shipped up, and 
in 2 weeks it is here, and he has all of the month of March to make 
delivery, so the fact that it is New York only does not Say that the 
merchant has to have the coffee actually in New York in order to 
make himself susceptible to being squeezed to make the one who 
uses It as a hedce susceptible to being squeezed. 

(Discussion off the record 

Mr. ANDRESEN. Let me ask you another question before you go 


9) 


on With vour statement. I am going to use myself as an individual 
trader. I live over in Timbuktu and I wire a broker, who is a member 
of your exchange, and I tell him to buy 200 contracts of coffee for me. 


I have to put up my deposit I suppose, with him, to cover the coffee, 
and he buys it, and the coffee goes up 10 cents a pound. Then I 
will make so many dollars. He has to settle with me on the basis 
of dollars. 

Now where do I make that money? Do I make that in the United 
States or some other place? 

Mr. Lono. If you are lucky enough to make it you make it in the 
United States. 

Mr. ANprEsEN. Then, being a national of Timbuktu, why should 
I not be required to pay an income tax on the profits that I have 
made in the United States through an American exchange? 

Mr. Lorno, Mr, Chairman, I do not know whether you should 
or vou should not 
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Mr. Anpresen. If I am an American citizen I have got to or go 

prison. 

Mr. Lorno. There are arguments on both sides. I am not particu- 
larly arguing against it, but I do not see that inclusion of coffee under 
the Commodity Exchange Act or not would make any difference in 
that particular phase at all. 

Mr. ANDRESEN. Only that that is a world commodity and there are 
world traders who do 90 percent of their business here and make their 
money here on a system that has guaranteed its existence by the 
United States, and the profits are made in American dollars. 

Mr. Lopo. Maybe they should be taxed, I am not saying not, but 
the Commodity Exchange Authority would not change that situation 

all, would it, Mr. Chairman? 

Mr. Anpresen. I know that, excepting that we might be able to 
vet at the ones who are making the profits to show some good reason 
why they should not be taxed in the country where they make their 
money. 

Mr. Lozo. I believe you could get at them now just as well as 
through the CEA. 

Mr. ANDRESEN. There are many countries who have made treaties 
negotiated some years ago where the foreign nationals are not required 
to pay any tax on commodities. 

Mr. Lono. I am fully aware of that. 

Mr. ANDRESEN. That is why they like to come to the United States- 
to make their dollars. They all want dollars and they open up an 
account in the city of New York and keep it there. 

Mr. Loxso. In wheat, cotton, potatoes, or onions you have exactly 
the same situation. I just do not see 

Mr. ANDRESEN. What I say applies to all foreign speculation? 

Mr. Lono. That is right. 

Mr. Anpresen. And I think they ought to be taxed where they 
make their money. Their trading would not be quite as liquid when 
they have to pay 80 percent of their profits in taxes, but I can see an 
advantage to these foreign speculators who are in our market making 
their money here, when they are not required to and do not pay any 
taxes. Regardless of whether it is onions or eggs or hides or some other 
thing, I would like to see them pay their fair share of taxes in the 
United States where the ‘y are given an opportunity to make their 
money. You will not disagree with that, will you? 

Can you come back tomorrow? We dislike to keep you down here 
away from your business, but it is quite apparent, the House is now 
in session, that we will not be able to conclude, and if you can be back 
here tomorrow morning, I know that there are many questions the 
committee will want to ask you. 

Mr. Lono. There are a lot of questions I would like to answer, 
too, and I will do my best, Mr. Chairman. 

Mr. ANpRESEN. You will be back here tomorrow morning at 10 
o'clock? We will appreciate it very much. 

And Mr. Horn, can you come back tomorrow, too? 

Mr. Horn. Yes, sir. 

Mr. AnpresEN. All right. Ten o’clock tomorrow morning. 

The committee stands “adjourned. 

(Whereupon, at 12:15 p. m., the committee was adjourned, to 
reconvene at 10 a. m., Thursday, February 18, 1954.) 
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THURSDAY, FEBRUARY 18, 1954 


House or REPRESENTATIVES, 
COMMITTEE ON AGRICULTURE, 
Washington, D.C. 

The committee met, pursuant to notice, at 10:10 a. m., in room 1310, 
House Office Building, Representative William S. Hill, presiding. 

Present: Representatives Hill (presiding), Hoeven, Lane, ne 
Williams, King, Poage, Grant, Wheeler, Thompson, and Herlo 

Mr. Hin. Will the committee come to order? It seems as ae 
both the chairman and the first assistant find it impossible to be here, 
so I will start the meeting, 

When we closed vesterday Mr. Gustavo Lobo, Jr., president of 
the New York Coffee and Sugar Exchange, Inc., was not quite through. 
Is he here this morning? 

If you will take the stand we will finish your testimony. 

You may proceed as you wish. 


STATEMENT OF GUSTAVO LOBO, JR., PRESIDENT, AND LEON 
ISRAEL, VICE PRESIDENT, NEW YORK COFFEE & SUGAR EX- 
CHANGE, INC.—Resumed 


Mr. Lono. Mr. Chairman, I would like today to finish my prepared 
statement and then touch ona few points that were raised vesterday 
and then ask Mr. Israel if he would discuss some matters with which 
heisfamiliar. Afterward we will be p leased to answer all the ques tions 
which we are sure you ge ntlemen are going to direct at us. 

Mr. Hitu. Before you begin I might say that the House is called in 
session today at 11 o’clock. We have one more witness. So you will 
just hasten right along and we will try to finish before the 11 o'clock 
hour when we will probab ly have to go to the House 

Mr. Lono. We will make eve rv effort to do so 

Gentlemen, over the vears our exchange has served buyer and seller. 
Our rules and regulations and our self-policing efforts have been de- 
vised out of that experience for the protection of all parties at interest 
As a self-policed and self-regulated organization we are sometimes 
made the whipping boy for anything which is not understood. 

As an example of our regulations I have here the bylaws of the ex- 
change and I would like to read to the committee those sections under 
which we have the power and have policed our exchange in the past. 
Section 110 of our bylaws reads: 

Whenever through any exceptional contingency not provided for in the bylaws 
and rules a situation of such extreme urgency arises that a rigid enforcement of 
contracts generally would be grossly at variance with just and equitable principles 
of trade, the board of managers, by a two-thirds vote of the whole board, may 
accord relief in such manner as in their judgment the exigencies of the emergency 
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and, with due regard, however, to upholding the just rights of both buyer 
and seller in their obligation to fulfill their contract and to serving the best in- 
‘ of the ¢ pnge Such regulations or measures shall become effective at 
{ ward may determine, and remain effective until abrogated by a 

I ( re board 


Section 35d of our bylaws reads: 


Che control committec ipon its appointment as prescribed in section 17a, 
require information from members with respect to their own and their 
t’s positions and accounts to be submitted in writing to the treasurer of the 
N York Coffee & Sugar Clearing Association, Inc., so that he may tabulate 
rt same to the control committee The treasurer, in his report, shall be 
) ers i 1 m s il place ol na > 

L] n the examination of anv such report b the control committee and the 
a market interest or interests in any one month or months 
CA 5 i i I i nt jeopay;» lize thie hor; nal fur ‘LIOnIn ot the exchange, it HAV 

then obta fro the treasurer the nar attached to anv number or symbol 
Che committe all have the power to summon before it any member of the 
{ records f, in the course of its investigation, any 
f ; 1 und 1 s fe 1} committee, such violation shall 
reported to the board of managers for its actio1 If it is found that there is a 
lation or an intere in any month or onths, such as might jeopardize the 
lla I { yr ort { ‘ ( a { | { CoO mitt e shall endeavor to bring about 
a correction thereof, failing which, t committee shall report its findings, together 

( e board anage 
( f the board inagers, such report discloses a situation 
ati ris likely to become, detrimental to the best interests of the exchange o1 
Sta j ( ( ( or ( ers ( cerned, after having been given an 
opport ty to be heard, have ot sat ed the board that further action is unneces- 
ird 1 two-thirds vote of the entire board, may require—on all 
ue ract { l¢ } to bse ent t 1 { a loptior of this bylaw 

l rhe | lation, wit a specified time, of such portion of any mem- 

Der { CO racts ior anv de ated mont! rr months vhether carried 
| Lee | or for 1 account of the member’s 
as the board may deer advisable; 

2) The liquidation, within a specified time, of all open contracts (whether 
carried for the member’s individual account or for the account of the member’s 
customers) of all members having open positions in any designated month o1 
months and determine, if deemed advisable, the price at which such liquidation 

a effec 
lhe board of managers, by a two-thirds vote of the entire board, may, in the 
event that a member fails to comply promptly with such of the above mentioned 
requirements as the board of managers may direct, censure, fine, suspend o1 
expel such member or impose any two of the aforesaid penaltic 


his bylaw was passed prior to 1949. I believe it gives us at least 
as ample powers as any other exchange regulated or unregulated has 
to police its own members and to see that no market action is taken 
which can be of detriment to the industry or to the country as a 
whole. 

Returning to my statement 

Mr. Kine. Mr. Chairman, I would like to ask a question. 

Have you used that power at any time and asked for the liquidation 
of accounts you considered unreasonable? 

Mr. Loso. Ido not want to answer that offhand. We have used 
that We have appointed a control committee and looked into 
positions. ‘To my recollection we have stopped a member from 
making any new trades and ordered liquidation. 

Mr. Kine. You would say then that the bylaw power there, the 
power given by that bylaw, has been exercised? 

Mr. Loso. That is right. 

Mr. Kine. It has been watched? 

Mr. Lono. It has been watched and it has been exercised. 
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Mr. Hinxi. Will you proceed. 

Mr. Loso. It might indeed be comforting to have the umbrella of 
Federal regulation extended over our exchange so that we could 
thereby, and in the future, ‘pass the buck’ to a Federal regulatory 
body and say, ‘‘Do not blame us, blame the Government. The Gov- 
ernment supervises every transaction we make, writes our rules, and 
checks on their enforcement.”’ 

But, knowing the complications which are involved, knowing the 
impracticability—indeed, we will say the impossibility—of policing 
a market which originates all over the world and deals in a commodity 
wholly foreign to the United Stetes, we are of the firm conviction that 
the situation for the American consumer would be in no wise improved. 

I spoke earlier of international reactions. Since the Senate Acri- 
culture Committee approved S. 1386 a meeting was held in Washing- 
ton of the Inter-American Economic and Social Council. 

According to the New York Times of February 12 at that meeting 
by a vote of 15 to 1 it was decided to give the widest dissemination to 
a resolution condemning any coffee boycott campaign in the United 
States as a threat to inter-American solidarity and trade. The lone 
dissenting vote was cast by the United States. 

During the discussion of that resolution, according to the New York 
Times of the above date Octavio Paranagua, the Brazilian representa- 
tive on the Council, said that the coffee countries might retaliate 
against the United States if the “unfriendly” Gillette bill, which was 
passed by the Senate, becomes a law. 

“T don’t think that the bill will foree down the price of coffee,’ said 
Senhor Paranagua, according to the New York Times report. Then 
Senhor Paranagua, again according to the New York Times, said the 
following: 

We must consider the legislation as quite unfriendly, and I believe it might 
produce eases of reciprocity in other countries. I don’t think anyone thought 
about that when they considered the proposal 

Then, again according to the same report, Alfonso Patino, Colom- 
bian delegate to the Council, said: 


What is going to happen to inter-American trade if the efforts against coffee 
which is the principal basis of that trade, that is one-third of its volume and which 
represents the dollar income of several countries in the continent are to be con 
tinued? And what is going to happen to inter-American relations if a policy of 


commercial sabotage breaks in and predominates? 


I mention that to the members of this committee to merely under- 
line the seriousness with which the action of the Senate Agriculture 
Committee is viewed by America’s friends in Latin America. If 
coffee is placed under the Commodity Exchange Authority there is 
a real danger of the American consumer believing that this is the pan- 
acea for the high price of coffee, which, I assure you, it is not. 

The Federal Trade Commission is now in the process of making an 
investigation. It is by no means concluded, and if Congress takes 
the action of placing coffee under the Commodity Exchange Authority, 
it will look very much as if Congress has given its verdict of guilty 
without the facts being presented, In fact I am sure that putting 
coffee under the Commodity Exchange Authority just won’t work, 
for as we all know. CEA was intended to deal with domestic com- 
modities and not imported commodities. 
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May I suggest that if the desire is to control import commodities 
then a new act be written to bring them under control. And that 
when and if such an act is written it would embrace other import 
commodities, such as rubber and tin and cocoa and pepper, as well 


as coffee. But to put coffee under an act that was not intended for 


import commodities is not only unfair to the coffee-producing coun- 
tries, but will also give a wholly wrong impression to the general 
public 

Is there any reason, may I ask, why Congress cannot wait until 
the investigations into the rise in the price of coffee are completed 
before any action is taken such as that by the Senate Agriculture 
Committee? 

In conclusion may I sum up for a moment by saying that there has 
never been the slightest bit of evidence that speculation on the ex- 
change has had anything to do with increasing coffee prices. 

Back in 1950 and 1951 the Department of Justice made a thorough 
nvestigation and so far as we know did not find the slightest evidence 
that the exchange or any one of its members was guilty of contributing 
to the rise in prices that took place at that time. 

If action is taken on what has been heard so far please permit me 
to say that I firmly believe that it will mean no less than conviction 
without evidence. May I also say that the reasons which caused 
Congress to refuse to put coffee, and other imported commodities 
inder Commodity Exchange Authority regulations still obtain. 

And I am sure that action by Congress will do real harm to the 


; 


cause of inter-American solidarity by adding to the resentment in 
the coffee-producing countries who will feel that they have been 
unfairly dealt with. 

In these days of stress, when we face a major danger to freemen, 
to take actions which play into the hands of those who would break 
our long friendship, is doing no service to the American people. In- 
deed it is harmful to all concerned, both in this country and in Latin 
America 

In all fairness, I ask this of the members of this committee: Hear 
all the evidence before you take any action. Hasty action, a verdict 
before the evidence is in, can bring only most unpleasant reactions, 

Mr. Hiri. Does that finish your testimony? 

Mr. Loso. That finishes my prepared testimony. 

Mr. Hinu. You say “include other products” if we are going to pass 
legislation to control the in portation of coffee. Would your organi- 
zation support the legislation if we did that, if we included tin and 
rubber? 

Mr. Loso. No, that doesn’t necessarily follow. I am asking, 
please do not include coffee without: 

Mr. Hitu. Your position would be the same if we decided- 

Mr. Loso. I do not know that the position of the other exchanges 
would be. Our opposition would be less because we would not have 
the feeling of the possibility that the Latin American people would 
consider discriminatory, which I believe is important. Our opposition 
would be lessened by that much. 

The other facts which deal in general with the difficulty of con- 
trolling import commodities would still hold, but certainly the ob- 
jection would be very considerably less. 


Le AT SERRE SLE: 
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Mr. Hitu. Did you appear before the other body and give all you 
testimony as you are giving it here? 

Mr. Loso. Yes, sir. 

Mr. Hitu. To the Senate committee? 

Mr. Lono. I read a statement which was similar to the one that I 
have just completed here. 

Mr. Hitt. And they went ahead and took the action anyway; is 
that correct? 

Mr. Losno. That is right. The testimony which I am asking for 
this committee to await, is that being determined by the Federal 
Trade Commission and by the Senate Investigating Committee of the 
Banking and Currency Committee. 

Mr. Hitt. Do you mean they are investigating it? 

Mr. Loso. They are investigating the coffee situation, the reasons 
for the rise. As long as the investigatory bodies, the Federal Trade 
Commission, and the Senate Committee are investigating, for Congress 
to act before such investigations are complete appears to us to savor 
a little bit of declaring the party guilty before the evidence is in 

Mr. Hiiu. You think this committee which you are appearing before 
this morning is capable of coming to its own conclusion without 
waiting for an investigation committee, don’t you? 

Mr. Loso. Yes, sir. This committee so far has been extremely 
fair. 

Mr. Hritt. We do not feel that we have to go out in the country 
and hunt up a lot of folks to come to a conclusion. We bring them in 
here and let them testify. Do you believe in that? Why should we 
wait? I am just asking you. 

Mr. Lono. | do not know what the Federal Trade Commission 
report is going to find. I do not know. I just feel that it might be 
of assistance to this committee in arriving at an equitable decision 

Mr. Hiiu. I just want to be sure that vou understood the kind of 
work we do. 

Mr. King? 

Mr. King. Mr. Lobo, I am not enthusiastic about this legislation 
I do not think it would do much good. Neither can I see that it would 
do much harm. I would like to ask you: Has the Commodity Ex- 
change Authority ever imposed upon trading, futures trading, a rule 
which would be contrary to the practices now in your Coffee Exchange? 

My point is simply that maybe vou are giving too much importance 
to the international aspect of this thing and certamly too much 
importance to the reaction of the American public. Probably not 
one coffee drinker out of a thousand has any idea of how this will 
affect the coffee business one way or another. Specifically, would 
CEA authority be harmful? 

Mr. Loro. I do not know what they are going to do. In the case 
of fats and oils, CEA imposed very low limits in trading which 
actually seemed to curtail the volume in trading whereby it lost its 
usefulness and it was only after long and protracted hearings or dis 
cussions that that limit was raised. We do not want the same thing 
to happen in our commodity. 

Also, we believe that the bill should be passed only if powerful and 
persuasive reasons are found to pass the bill and not on the negative 
reasoning that there is perhaps no good reason why it should not be 
passed. Liberties are lost little by little and if coffee is put under 
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CEA, without clear and positive reasoning, the next step presumably 
will be cocoa or sugar or tin or any other commodity until every 
commodity is covered (nd then, as there has been before an effort 
to control margins, that will be the next step, and therefore Govern- 
ment control will be complete. 

Complete Goverament control of a commodity market we believe 
will be very harmful to the market No turther steps should be 
aken which would or could lead to drastic Government controls of 
our markets and might be really harmful to the commodity trading 
which I firmly believe is extremely important to maintain - 


ing the flow of commodities between producer and cousumer. 


Further, in the case of Imported ¢ ymmodities there is, | believe 


na th - al ye the line ~ that we broke off vesterday when vou raised 
that questi that the United States traders tn an import commodity 
could be placed at quite a disadvantage in trading agarnst foreign 
1 ry : l 1, 4 ] 
aders The provisions of the CEA are that a trade house can carry 
nedages up to any amount. There is no limit, provided it is no greater 
ha its p ISITION 1 the actual commodity It isa perfec thy reason- 
ible and well-thought-out provision 
} } 4 l ] j . 4 . 
0 Cl ords, a trade th ise that is hedgimge aod 1s not specula ne 
( a DOsSITION as lo Yr as i offsets a position 1a the actual 
comm | orde! to do so the \ simply file a letter with the clear- 
Lhe ) y that this is a hedel Oo position 


If the CEA has any question as to the validity of the position, if 
l | 


they feel it 1s too lars they can go, as I understand it, into the 
( ! und «ce nine that he does not actually have a 
auclual po oO and therefore his hedge Is partly 
I< 
| Vi SIN let me say I consider that a verv excellent statement 
nd the bes i ment th you have p oduced against this bill: the 
showing to this committee how liberties are lost step by step in legis- 
lation whl ms inolfensi\ to begin with It isa very excellent 
tateme! 
Mr. Lozo. Thank you 
Continuing on the question of tra ling, the foreign trader who files 
hedge letter, is permitted to carry any position. If the carrying 
member in this country knows that he is a merchant there is no reason 
to doubt a letter filed with them as to the fact that their buying or 
selling on the American Exchange is a hedge operation But there 


Is no wav Iol the CEA or for the carrying member here Lo check 
is in fact a hedge operation 


whether that hedge operation ts 
All the CEA ean ask is the filing of a letter, and that is all that they 


have isked to date on regulated commodities of foreien members 


Of course, if a man is known not to be a merchant, to be purely a 
; 

speculator, then the commission house would presumably be remiss 

cepting such a lettes But if vou have a man who is a trader, a 


merchant, who deals in the actual com nodity and he tells vou that 
his position is hedged, on an import commodity, I do not see that you 


have any choice but to accept that, with possible unfairness to the 
American trader who is competing with that foreign trader, the for- 


elgn mercha nour markets 
\] KIN | have one more question You are an experienced 
9 rin commodity tutures, and since you have made the point here 
+} offs sl tem ot foreign production what you say here against 
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this bill would not necessarily be true in arguing against the control 
of a domestic perishable crop like onions? 

Mr. Lono. No, sIr, absolut ‘ly not. A domestic crop can be con- 
trolled and there is no reason why it should not be controlled if it is 
felt that situations have arisen or may arise in such a commodity. 

Mr. Hinn. Are vou finished, Mr. King? 

Mr. Kina. Yes, sir. 

Mr. Hinu. Any other questions? Mr. Thompson? 

Mr. THompson. I would like to ask if vou have requested the Stat 
Department to comment on this matter. 

Mr. Hiutr I have no information on that 

Mr. THompson. I would be very much interested to know how they 
feel about the effect on our Latin American and South American 
neighbors. 

Mr. Hinu. We will get that information. Mr. Heimberger savs we 
have not any information to date 

Mir. Tuompson. But we are seeking it? 

Mr. Hinu. Yes; we will seek that information 

Mr. THompson. I would like to ask this question of Mr. Lobo: 
If the bill were to pass and coffee come under the CEA, would that in 
itself curtail speculation? 

Mr. Lorno. No CEA reculations do not in themselves curtail 
speculation. They presumably curtail! or regulate exeessive specula- 
tion or manipulative speculation. But they do not prevent specula- 
tion by a large number of traders who are convinced that the market 
is going higher and therefore go in and buy 

Mr. THompson. That is what I thought. Do vou think there is 


any manipulative speculation going on now? 


) 


Mr. Lono. I have absolutely no evidence that there has beea any 
manipulative speculation. As a matter of fact if there had been 
manipulative speculation the normal and expected reaction of the 
market would be for the exchange on which there has been manipu- 
lation to have higher prices than those ruling ta the actual market, 
aod that the New York market would lead, would have been leadiag 
and still be leading the price structure ol the market, whereas as a 
matter of fact the exchange has been trading contiauously at or below 
the level of the street market ta New York and considerably lowe 
than either the exchanges in Brazil or the street market im Brazil, 
and lower than the Huropean markets for green coffee 

We have figures of the prices at which coffee has sold to Europe, 
f. o. b. Brazilian ports on the same date that green coffee has sold to 
the United States on the same ports, which show that the United 
States prices have been lower than European prices 

Just as an example: Oa December 7 sale was made of green coffee 


to Europe at $66.10 f. 0. b The United States price was $98.25 


f.o. b. On December 17, the sale to Europe of the same grade coffee 
at $66.50 f. o. b.. and offered to the United States at $62 f. 0. b As 
late as January 20, the last date on which | have figures, sale to Europ: 
was made at $86.20 f. o. b., and of the same grade coffee to the United 
States at $78.10 f. o. b. 

{ will be pleased to make the eatire list ot comparative sales a part 


of the record if it will assist the committee. It would certainly seem 


to iadicate that there has not beea aay manipulation on our exchaag 
that would accowat for the tncrease La prices 
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Mr. Kine How about the figures that compare world supply with 
lume of trading in futures? 


\Ir Hi Do vou yield 


Mr. Thompson. I will be glad to yield it I may make this one 
suceestion, al d that is that the full set of figures Mr. Lobo has just 
civen us, be incorporated in the record at this porat. 1 think it is 


el eresting and Important 

\lr. Hinz. If there is no objection, it is so ordered ia the record 
lhe figures referred to above to be iacorporated in the record at 
tI pomt are as follows 


S } m pare f ngs lo United Sta Ly l 
Europ United States o 
America 
1 rice 
Ite ort Item ne 
DD j $57.7 } $ ( 
Ly 2 t i 
> 2/3 t 10 1's 8.2 
D 2 66 4’s 59. OU 
1D 2/3 68.7 2 62. 00 
I lf 2/3 6 2/3 62. 00 
bX ‘ 2/3 bb 2/3 § 62. 00 
I) s 3/4 63. ¢ 3/4's 60. 50 
Le ; 2/3's 67.4 2/3's 63. 00 
D 2 72.3 2/3’ 64. 50 
Dec, 28 3/4 71.6 2/3's 65. 50 
| 4's 75.9 j 4’s 66. 00 
J 4/5's 69.90 | 2/3’s 67.75 
] 2/3's 8S. 0) 2/3's 82 
2/3's | 86. 20 2/3’s 78. 10 
' 
| G I i b bean and/or large bea reenist 
D> A M im to 1 ! eenish 


Mr. Kine. They are interesting figures to one who understands 
futures trading. ‘They indicate that futures trading in coffee has not 
in itself pushed prices up, but other significant comparisons would be 
interesting. The comparison of the futures market prices and the 
actual wholesale spot market prices in New York. 

Mr. Lono. Perhaps the clearest way to show that is by a price 
chart showing the prices on the futures market on the New York 
Coffee and Sugar Exchange, the spot price as quoted by the New York 
Coffee and Sugar Exchange of green coffees ta the street market in 
New York, the Santos Bolsa or exchange futures price and the direct 
delivery or street market in Santos. I have such a chart here from 
1949 to date which shows that over most of that period, and certainly 
in the period of the sharp price rise of last fall, street prices were higher 
than exchange prices, and that today they are higher. 

Mr. Kina. If that be so, how can anybody say that futures trading 
has pushed the market up? 

\[r. Lono. That is a very good question, Mr. King. That is why 
we strongly feel that futures trading hasn’t pushed coffee up. 

Mr. Kine. Coffee has been worth actually more in hand in New 
York than vour futures trading prices. 

Mr. Lono. Certainly 
Mr. Kine. Then it has a bearish effect rather than a bullish effect. 
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Mr. Loso. I feel very strongly that a commodity ae in 
general tends to dampen wide fluctuations in any ms arket by the fact 
thi at it tends to proje ct the general feeling of the trade into the future 
and the ve ry spec ‘ulative interest which may have entered the market 
at a lower price eventually, when such interest believes that the top is 
being reached—they may be wrong but they believe so—they will sell 

Therefore the market would not reach as high a point when there is 
a commodity exchange operating as it would if there were not a com- 
modity exchange operating, because of the dampening effect of such 
exchange trading. 

The same thing is on the downside. Whenever there is an over 
supply situation and the market goes way down, we will often find 
that the exchange at that point will be higher than the street market 
and act as a leveling influence on the downside 

Mr. Hinit. Mr. Hoeven has a question 

Mr. Horven. What in your opinion is the cause for the high price 
of coffee in the United States? 

Mr. Lozo. The law of supply and demand, which is rather too 
broad a statement tor an answer, but caused by a change over the 
last few months in the supply picture whereby the expected supply 
has been reduced sharply by reasons beyond the control of anyone 

Mr. Horven. What are those reasons? 

Mr. Loso. The major reason was a very sharp frost in the coffee- 
growing areas of Brazil, particularly the southern and newer coffee- 
producing State of Parana that damaged the 1953-54 crop and dam- 
aged and killed production for the 1954-55 crop. Presumably the 
production of sugar for 1954-55 would not come into the market until 
next year. 

Mr. Hoeven. You said sugar. You mean coffee? 

Mr. Loxpo. Yes, sir. Many times when I start on a hearing of 
this kind, I Say whenever I use the word sugar, change to coffee. 

The fact that the 1954-55 crop would not start coming in until 
July or August 1954 does not mean that the fact that it is now be- 
coming evident that that crop will be very considerably less than had 
been expected will affect the market today because people who ex- 
pected to have coffee to sell now figure they ‘simply cannot sell because 
they will not have it and they do not know how badly the crop is 
going to be damaged. 

If they have coffee from 7 1953-54 crop the tendency of a farmer 
who has such coffee would be to spread his sales out over a longer 
period as a matter of averaging his price out. There has been no 
particular evidence of any holding back because shipments are coming 
through at least as heavy as before. 

Mr. Hoeven. I read an article in the Congressional Record of yes- 
terday to the effect that the Brazilian producers were holding coffee 
off the market. Have you any reason to believe this is true? 

Mr. Loso. No, I have not. Asa matter of fact, shipments during 
the second half of 1953 from Brazil were somewhat higher than they 
were for the same period in 1952, indicating that the Brazilians are 
not holding back. Just going a step further and making available for 
the record, if the committee desires, | have figures furnished by the 
Brazilian Coffee Institute which is a governmental body in Brazil, 
the effect that the exportable production of the 1953-54 crop was 
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reduced from 16,939,000 bags of coffee to 14,006,000 bags after the 
frost, or a loss of 2.932.000 bags, or 17 percent. 

That is pretty well borne out by the figures as of today when most 
of that crop has already been moved to the ports, so there is only a 
small amount left to be moved and there cannot be an error of more 
than a few hundred thousand bags at best in those figures. 

Kor the 1954-55 crop, the crop estimate before the frost was 
17,900,000 bags, an increase of a million bags over the expected pro- 
duction in 1953-54. After the frost the production is now estimated 
to be 12,700,000 bags, or a loss of 5,200,000 bags, or 29 percent of the 
expected production. 29 percent ol the expected production in Brazil 
is approximately 15 percent of the expected production of the world, 
and 15-percent change in the expected supply picture is certainly a 
very large percentage lor any commodity that is as widely used as 
colle It would be bound to have its repercussions 
\Ir. Hix. Is that all, Mr. Hoeven? 

\fr. Horven. Yes, sir 

Mir. Hinn. Are there any further questions? 

No respons 

Mr. Hini. Does that finish your testimony? 

\Ir. Loso. | have some matters to clear up 

Mir. Hitt. We have to hurry along I do not know how much 
more time we Can give you The bell will rine for lls In the next LO 
minutes 

Mr. Loso. There are certain things that I would like very much 
which I think would be of interest to the committee. 

Mer. Hitt. Go ahead 

Mr. Lono. Yesterday Mr. Mehl stated that he did not believe we 
should make the mistake of assuming that the futures market and the 


prices registered in the tutures market always reflect the world supply 
because the deliverable supply at that particular market has a great 
deal to do with it and it is what is responsible lor squeezes and even 
corners 

In our market on our exchange we have always maintained the 
flexibility due to our regulations and we do not believe that there has 
been any evidence of any squeeze or corner ever in our market. In 
December 1953, at the height of the furore about coffee, the very 
inception, when it was being most before the people, and there was a 
very large position open which could have made for a squeeze or 
corner situation, the heaviest deliveries in coffee in the history of the 
exchange were made in an orderly fashion and the exchange position 
in December 1953, was liquidated without at any time going over 
the “‘street”’ price which certainly leads us to believe that our regula- 
tions on the exchange are fully capable of taking care of the situation. 

Also, vesterday, just to clear the point on domestic production, | 
have been saying all along that we have a wholly foreign production 
and vesterday the point was brought out that Puerto Rico and 
Hawaii are producing coffee. We have figures available that show 
that the total imports from Puerto Rico and Hawaii are about one- 
half percent of the total coffee imported into the United States. 

a 


ihe receipts from Hawai in 1953 were 76,000 bags or about three- 





tenths of 1 percent of the United States imports, and Puerto Rico 


imports were about 45.000 bags or two-tenths of 1 percent, or a total 
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of a half percent. So I think we probably are justified in calling it 
a wholly imported commodity. 

Also, a statement was made yesterday by Mr. Mehl that in general 
wide fluctuations of any commodity are bad for the market. Gentle- 
men, fluctuations in coffee have been no wider and in many cases 
less than fluctuations in regulated commodities during the same 
period. For example, in 1953 the low price of coffee was 14 percent 
less than the high during that period. ‘There was only a fluctuation of 
14 percent from low to high during 1953. 

In cotton during the same period there was 13 percent fluctuation; 
in wheat, 15 percent; in corn, 17 percent. 

In 1950, just piching it at random, coffee had a fluctuation between 
low and high of 20 percent. Cotton, 40 percent, wheat approximately 
20 percent, and corn approximately 30 percent. So that without 
regulation and in a commodity that is worldwide in scope, the market 
has held its fluctuations to Comparable or lesser figures than those 
commodities controlled by the Commodity Exchange Authority which 
again leads us to the belief that we do not need policing. 

I do not know that it is necessary to make this a part of the record, 
but if the committee so wishes I will be very pleased to do so. 

Also, vesterday the Sti itement was made by Mr. Poage, I believe 


that last night or the 1 eht before he heard over the radio that some- 
body had unearthed a ee quantity of coffee that has been in storage 
for some 10 years at some port in the United States. I have here a 


press clipping from the Richmond Times Dispatch stating that 


The Governmet mn Februarv 16 attached 32,934 pounds of green coffee be 
had bee ored at a Norfolk warehouse for about 17 vear 
That is 250 bags. certainly a negligible amount. Besides that 
apparently it had been held in store because the United States Pure 
Kood found something wrong with it and refused to pass it. So | 


think we can say that that is some of the publicity that coffee or any 
commodity gets when it is in short supply, that tends to increase the 
public feeling on the subject that is really erroneous, meaningless, and 
misleading 

Also, vesterday Mr. Mehl stated that the Commodity Exchange 
Act would be in position to check up on stocks of coffee which were 
being held off the market. That statement was prompted by the 
story ol hol ling the coffee off the market. I do not know that the 
Commodity | xchat nge Authority has any authority ee to 
check up on stocks of the actual commodity held by outside buyers, 
bs anybody not a member of the regulated exchanges, in any com- 
modity in the United States, including the regulated commodities 

Frankly, if they cid cheek up and found out that somebody was 
holding stocks of anv commodity, whether it was coffee or wheat or 
corn or oats. I don’t know what they could do about it Certainly 
is no erime for a farmer to hold his wheat for a better market if he 
cannot do better by getting a Government loan on it In fact, the 
basis of our Government loans is to permit the farmer to hold his 
crops for a better market 

The CEA has no authority and if anvbody were to hold cotfee in 
stocks, even though there is no evidence of it, certainly the Commodity 
Exchanges Authority would not he the regulatory body that would 
have anyvthine to do about that 
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Mr. THompson. Mr. Chairman? 

Mr. Hitt. Mr. THompson. 

Mr. THompson. Since we are trving apparently to work out some 
pricefixing method to keep the price of coffee down, assuming that 
that is the aim, could that be accomplished through passage of the 
bill that we are now considering? 

Mr. Loso. No. I do not see any possible way that the law would 
have any effect on the price of coffee. Even if there were manipula- 
tion, which I say there has not been, at best it could have a temporary 
effect by forcing liquidation, perhaps, but if the economic situation 
is such that the demand is greater than the supply, regardless of the 
reason, no control by the Commodity Exchange Authority would alter 
the price at all, and there has been no reason to believe that it has so 
affected the price on any of the commodities now under regulation. 

They have fluctuated in a very, very wide range over the last few 
vears, based on economic factors and partly on Government 
measures taken to support prices for an entirely different reason but 
outside of the control of the Commodity Exchange Authority. 

Mr. THompson. If we passed the law here, in the United States, 
it is still not going to force the Brazilian producer to sell his coffee. 

Mr. Lono. No, sir, we are not forcing the Brazilian producer to sell 
his coffee and certainly we would not force the trees to produce coffee 
any faster than nature will permit. 

Mr. THompson. How long does it take after you plant the coffee 
trees for it to come into production? 

Mr. Lono. It takes approximately 5 vears before the tree comes 
into production. In other words, those trees which were killed by 
the frost in the winter—their winter and our summer—of 1953, that 
have to be replanted will not be in production again for 5 years. 

Mr. THompson. How big a proportion of their production was 
killed, approximately? 

Mr. Lono. Of the ones that were killed, Ido not know. The overall 
figure may be 10 or 15 percent of the trees that were killed. However, 
those are basically young trees. The older, more mature trees, 
probably were not killed but were damaged. So there will not be any 
crop from those trees this vear, and they may be getting back into 
production again in 1956-57, the ones that were not killed. 

Mr. ‘THompson. So for the next 2 or maybe 3 years we face a short 
supply of coffee? 

Mr. Lono. It would appear to be so. 

Mr. THompson. Then all the laws passed by the United States will 
not speed that up a bit? 

Mr. Lorno. I do not suppose so. 

Mr. McIntire. Will the gentleman yield? 

Mr. Tompson. Yes. 

Mr. Mecinrire. Are there other areas in which new plantings have 
already been made which would make up this deficit in the course of 
the next 2 or 3 years? 

Mr. Lono. There has been some efforts made in other Latin- 
American countries to increase production, not because of this, because 
it takes too long, but because there has been a general small increase. 
However, other factors, weather in some of the other Latin American 
countries, have not been too conducive to crops and there is nothing 
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in the picture in the next vear or two that can make up more than a 
relatively small fraction of the loss occasioned by this freeze in Brazil. 

Incidentally, according to all records, Brazil may have a freeze 
approximately once every 10 years. It does not happen very often. 
This one appears to have been the worst and the most damaging at 
least since 1918. So it is not something that we can say may occur 
every other day in Brazil. This is just one of those things that 
occurs, perhaps the worst freeze of this century, and it comes at a 
verv bad time 

There were other freezes in 1943, the war was on, the European 
market had been lost, therefore the number of bags of coffee that were 
lost by that freeze did not affect the market. Actually it helped to 
take them off the market, the glut that Brazil had. 

The same for the freeze in 1932, at the bottom of the depression. 
Brazil was burning coffee shortly after that to get rid of the surplus. 
That did not have any effect. This came at a time when the supply 
and demand picture was very close. 

Actually, increased production in Brazil and other areas had led to 
the belief that there would be sufficient coffee for 1954 and the market 
had been going off a little bit, not much, from its high point in 1951, 
during that period, because it was felt the supply picture was going to 


be really in balance and it was able to take care of increasing world 
demands, and the frost changed that picture completely. 
Mr. Hinu. The bell has rung, which means we are called to the 


floor. That is a quorum call. We will have to adjourn. I have no 
idea when the chairman would eare to open up this hearing again. 
It is up to him. 

Will vou want to be heard again? 

Mr. Loso. I am not anxious, personally, but I would like to 
complete my testimony and have Mr. Israel complete his 

Mr. Hitt. We cannot do it today because as far as I know the 
House will be in session for the rest of the day. You can insert 
anything in the record that vou wish, unless vou want to come back 
when the chairman decides to hold further hearings. 

Mr. Lobo. I think we would like to be heard when the chairman 
holds further hearings. I assume it will not be tomorrow. 

Mr. Hix. I will so notify the chairman. 

Mr. THomrson. Mr. Chairman, would it be possible that we could 
meet during general debate? 

Mr. Hinz. Of course, I have no information on that. The Chair- 
man will have to decide that. 1 do not think so. As far as I know 
there is no chance for us to hold any hearings until the chairman tells 
us that he wants to proceed. 

We will notify you. 

Mr. Lozo. I had been hoping for a 2-hour session today to clean 
itup. I felt we could do it comfortably. 

Mr. Hitz. You had all the time today that we had. If you have 
to come back, you have to come back. 

Mr. Logo. I appreciate that, Mr. Chairman. We will be back. 

Mr. Hiti. We will have the committee notify you in time for you 
to return. 

We will adjourn the meeting subject to the call of the chairman, 

(Thereupon, at 11:05 a. m., the committee adjourned, subiect to 
the call of the chairman.) 
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TUESDAY, FEBRUARY 23, 1954 


Hovusr oF REPRESENTATIVES, 
COMMITTEE ON AGRICULTURE, 
Washington, D. ¢ 
The committee met, pursuant to call, at 10:06 a. m., in room 1310, 
House Office Building, Representative Charles B. Hoeven, presiding. 
Present: Representatives Hoeven, Hill, Harvey, Lovre, MelIntire, 
Golden, Williams, Poage, Grant, Albert, Polk, Thompson, and Jones. 


Mr. Horvi N. The committee will come to order It is my under- 
standing that Mr. Gustavo Lobo, Jr., president of the New York 
Coffee and Sugar Exchange, wishes to continue. After that we will 


hear from Mr. Claud L. Horn, Chief of the Sugar and Tropical Prod- 
ucts Analysis Branch. It is the hope of the Chair that the hearings 
may be concluded this morning at 11:45. We will work to that end. 
Mr. Lobo, how long will it take you to conclude your statement? 
Mr. Lozo. I think I can conclude my statement in a half hour 
easily enough 
Mr. Horven. Will you come forward, please? You may proceed 


STATEMENT OF GUSTAVO LOBO, JR., PRESIDENT, NEW YORK 
COFFEE AND SUGAR EXCHANGE, INC., ACCOMPANIED BY LEON 
ISRAEL, VICE PRESIDENT, NEW YORK COFFEE AND SUGAR 
EXCHANGE, INC,.-—(Resumed) 


Mr. Loso. Mr. Chairman, in \ prepared statement which I pre- 
sented last week I said that the exchange does not make prices, that 
the determining factors are supply and demand. I don’t believe there 
is any disagreement with that statement, but I would just like to set 
down very briefly some of the salient figures 

In 1939-49 the world coffee crop amounted to 32 million bags, of 
which Brazil produced about 22 million, and total world consumption 
was about 27 million bags, 114 million of which were consumed in 
Europe. On July 1, 1940, there was an estimated visible supply of 
coffee on hand of about 23'5 million bags, almost a year’s supply. 
The 1944-45 crop amounted to only 22 million bags, 10 million bags 
less than a year before, but the supply was still entirely adequate 
because Europe, of course, was consuming practically no coffee 
during that period. 

The visible supply on July 1, 1945, was 17% million bags. During 
this period price controls were in effect here, there was a scarcity of 
ship bottoms due to the war effort to move coffee, and therefore the 
price of coffee was quite stable. 
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Five vears later, in 1949-50, however, the picture had changed 
again World produc tion had increased to about 28% million bags 
but world consumption had also climbed back to 32 million bags and 
the visible supply of coffee on July 1, 1950, was only about 5% million 
bags, compared with 23% million bags a year before the war. 

You may recall that the price of coffee rose sharply in 1950 and has 
not declined since that date. At that time there was talk of manipu- 
lation. There were other investigations to which we have already 
referred in these hearings. But, gentlemen, if that rise in 1950 had 
been due to manipulation and not to the actual statistical situation, 
when the manipulation had run its course prices would have sought 
their own level and presumably declined to the situation that would 
ect the supply and demand picture. 

Today we are getting a price rise again and unquestionably in our 


{ 


} 
retl 


{ 


mind it is because of the change in supply and demand pi ture basic- 


ally because of the killing frost in Brazil last vear At present 1t 1s 
estimated that the 1954-55 Brazilian crop will be about 5 million bags 
less than what was estimated on July 1, 1953, and European consump- 
tion continues going up, so that we have a 34-million bag, approxi- 
mately rrospective world demand for 1954, with a world crop of 


perhaps 31 million 


The difference between the two figures must be brought together in 


Mr. Horven. How long will it take to get back to the normal 


~ Dl SiS 
\ Lobo. That is a vi ry difficult prognostication to make but I 
Si perhaps mm 2 Vvears the crop damace will ay Si fficientlyv 
overcome so that the picture will change. Today we are witnessing 
sharp biddin for the available s ipply of coffee both for the immediate 


use in the street market and as projected into the future through the 
medium of exchange 


} 


The apparent discrepancy between supply and demand must be 
eliminated insome way. The supply cannot be quickly augmented by 
greater production, but only by further. depleting the apparently 
meager stocks of coffee in the world. Demand can be curtailed by 
the populace drinking less coffec High prices simultaneously supply 
incentives for the holdings and for buy rs to curtail their purchases. 


Whether the present prices are high enough to establish a balance 
between supply and demand, or whether prices must go still higher to 
bring about equilibrium, only time can tell. 

his is elementary, but on the evidence presented we must conclude 
that speculation has had little effect on the present level of prices 
and that controls by CEA are highly unlikely to lower the eventual 
high point of the market one whit and in fact, might conceivably 
even raise it. 

[ have here records showing coffee production and consumption 
from 1882 to date and estimates for the near future, which substan- 
tiate those figures that I have just given you and which I would like 
to make part of the record if the committee would so please. 

Mr. Horven. Without objection they may become part of the 
record at this point 

The document referred to is as follows: 
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Mr. Gotpren. Mr. Chairman? 

Mr. Horven. Mr. Golden 

Mr. Goupt N. Mr. Lobo, lL notice that vou said ther was a Very 
sha p rise in the price of coffee during the vear 1950 

\ir. Lono. That is right 

Mr. GotpEen. Can you give us some estimate of how much the 
price Welt up mm 1950? 

Mr. Loso. The price actually started in 1949 to go up 

\MIr. GotpEeNn. Prior to 1949? 

Mr. Loso. Yes, sir. The price went from a low of 26 cents in 
1949 to a high of 57% cents im 1950 

Mr. Gotven. That is the wholesale price? 

Mr. Lono. That is the green coffee price 

Mr. Gotpren. Before it is parched and ready 

Mr. Loso. Before it is roasted and reacy for the housewife. The 
57'-cent high in 1950 was more or less maintained until the fall of 
1953. 

Mr. Gotpen. | think that is correct, and | understand that after 
it got up there it never did vO aOownh 


Vii LoRno That is I ol 

Mr. Gotpen. That is thi price Oh gree! coffes lranslat that 
into what the housewife has to pay. What would be the retail pric 
per po ind on coffee? 

Mr Lobo. Can you ahswe! thet Mi Israel, the retail pres nh 
1950 after the rise compared to what It is today? 

Mr. Isragu. I think around 89 cents 

Mr. Gotpen. Mr. Chairman, if you will permit me, I have som 
thing that I would like to bring to the attention of the witness and 
of the committee 1 think what the witness has said is amply borne 
out by the records because in the fall of 1949 the Economic Coopera 
tion Administration bought an immense amoun f coffer I thin] 
we gave that to our! hbors overseas when w \ trying te Ip 
them 

It appears that Wwe went into the world i ( ) | ecord 
which I have here, and purchased about 81 million pounds of coffe 


I would like to know if that isn’t enough of a purchase to really affect 


the market and cause this jump in price. Sixty-one million pounds, 
l think, is abou 27.000 long ton 

M Loso. Yes It would be about roughly 45( 10 bags such 
buving vould | L\ True eff { hu ( rle mpt t ) 
million bags that is only or 2 percent 

Mr. GoLpEY If that is bought 1 this country and ta n out of 
the coffee tha as here for oun peopl Lit it nattiira Caus 
coffee t oO up ll his yuntry rather sudd 

Mr. Loso. Mr. Israel points out that that was really bough 
Brazil ountries of origin, and not necessari Brazil ’ sen Oo 
the world areas, and comes out of the world picture a id not the 


( nited States pie ture We can assume that anv concentrat 1 bun Inge 
of approximately half a million bags is going to have some eflect, but 
it shouldn’t 

Mr. Gotpen. Do you know enough about the history of this pur- 
chase to know how long it took them to acquire this 61 million pounds 
of coffee? 


Mr. Logo. I do not, no. 


43500—54 5 
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Mr. GoLpEN. I| realize that you folks maybe are not familiar with 
this one transaction. As we are trying to find out the cause of the 
tremendous rise in the price of coffee, if this transaction by the old 
ECA had anything to do with it it certainly did coincide with our 
purchase when this big rise came in domestic coffee, and we never 
have been able to get the coffee down since that time. 

\t the same time we had an abundance of other edibles, fats and 
oils and dairy products here in the country that our neighbors across 
the sea needed, it seems to me a lot more than thev needed coffee. 

\t any rate, you do agree that this would have some effect on the 
price of domestic coffee. 

Mr. Lose. It would be bound to have some effect 

Mr. Gotpen. And it did happen at the time the big rise came 
vhich we have never been able to vel rid of. 

Mr. Loso,. That is right. However, the basic reason for the price 
ise was the question ol supply and demand at that time Perhaps 
is purchase came at an unfortunate time and therefore had some 
influence, but it could not be any great influence, I don’t think. It 
could be contributory. 

Mr. GOLDEN. I would like for the benefit of niv colleagues who 
might want to look this up—to say that the record of this purchase 
of the coffee can be found in the Congressional Record of March 29, 
L950 


] 
i 
1 
t 


Mr. Loso. ] touched on this before and I would like to develop it 
a littke more. The New York Coffee and Sugar Exchange is a 
futures market and does not deal in actual coffee. It deals only in 
contracts for future delivery, that is, to deliver coffee at some future 
date Such transactions as there are in actual coffee in the New 
York market take place in what is referred to broadly as the Street 
to outside market which is with reference to the buyers and sellers 
of the actual commodity vetting together. 

But, and this is significant, the futures market in the near past has 
always followed, has not led but followed, the Street market. That 
is the pattern over the last few vears. I would like to introduce in 
evidence the chart on prices to which I referred on Thursday so that 
the relation between Street prices and futures prices can be deter- 
mined 

Mir. Hosven. The chart may be inserted without objection. 

The document referred to is herewith inserted 

Mr. Lovo. If the prices were being manipulated through the ex- 
change, it is reasonable to believe that the exchange prices would lead 
rather than to follow. 

Gentlemen, I am by birth and parentage a Latin American, but 
by upbringing, education, and deep conviction, I am an American. 
Further. 1am a sugar merchant and have never bought or sold a single 
bag of collee 

Therefore I feel that perhaps I am in a unique position to look on 
this question objectively and without bias. 1 think I can say that 
the Latin Americans in general are looking at the action of this country 
and this committee carefully to try to gage the feelings of this country. 

I don’t sav for a minute that if bringing coffee under Commodity 
Exchange Authority would do any good in lowering the prices or 
controlling the price rise to the American housewife, that such action 
should hot he taken 
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However, since I feel quite confident that the control by the CEA 
could not change the supply and demand picture that to bring the 
coffee as an imported commodity originating largely in Latin America 
under the control of CEA could be wrongly interpreted or could be 
interpreted as being discriminatory to Latin American trade. 

So unless we are convinced, completely convinced that it could do 
some good, I feel that it could be harmful to our relationship with our 
rood neighbors to the south, without actually helping the immediate 
coffee situation in any way. We trade in a large way with our coffee- 
growing neighbors. What we sell to them is important to our econ- 
omy, and almost as important to our economy perhaps as the coffee 
that we buy is important to their economy. 

The balance of trade is in our favor, not theirs. Every effort should 
be made not to disturb such a balance, I believe. I feel very strongly 
that it is the prime function of the Congress to plan for the future, 
and nothing I have heard here or before other congressional com- 
mittees, or otherwise gives me any cause to believe that it is not doing 
so conscientiously and well. 

However, governmental departments are run by bureaucrats, and | 
have found that even the most well-meaning bureaucracy tends to 
live in the past or at best the present, and plans for the future essen- 
tially by projecting history. What is needed here to prevent manipu- 
lation of markets is the ability to foretell the possibility and to take 
steps to correct it before it happens. 

I firmly believe that an honest and impartial administration of a 
commodity exchange can obtain this result more quickly and more 
effectively than the Commodity Exchange Act, particularly in rela- 
tion to an import commodity. In fact, it would appear that such 
successes as the CEA has had in regulating markets has been more 
by reason of its applied punitive powers than by actual preventive 
measure. 

For example, a corner situation apparently developed in futures 
trading in eggs on the Chicago Mercantile Exchange for delivery in 
October 1949. The CEA report covering this was issued in May 
1950. <A similar situation arose in soybeans in March 1950, and the 
report was issued on August 10, 1950. In an opposite situation in 
eggs for delivery in October 1939 where the speculative longs were 
forced to take losses, the report was issued in September 1940. 

Another CEA investigation into wide fluctuations in cottonseed- 
oil futures for the period September 1, 1947, to September 30, 1948, 
was reported in June 1949. In none of these reports, nor in any others 
that I know of, was action against any individual or group of individ- 
uals taken or recommended. 

However, in the soybean report of August 10, 1950, mention is 
made of a foreign commission house with a number of individual 
accounts, each holding 39 contracts long, or one less than the minimum 
quantity which required reporting to the Commodity Exchange 
Authority. In spite of the persuasive nature of this information, no 
attempt was made to determine whether these various accounts were 
separate entities, presumably because of their foreign status. 

The only reference is that “proof has not appeared” that their 
activities were manipulative. This lack of control in foreign trading 
even in domestic commodities with the difficulties of control magni- 
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fied many times for imported commodities, is, of course, only one of 
the r asons that | have opposed CEA control of coffee. 

I do feel that our exch: ange, having a = ‘ast equi al powers to control, 
can more quickly foresee preventable situations arising and take cor- 
reciiy measures in hours or days against weeks or months in the 


case Ol (‘ommodity Exchange Authority 


Mir. Potk. Mr. Chairman, will the gentleman vield? 
Ir. HorvE ir. Polk . 
Mr. Poitx. I presume you are familiar with Senat Report 9249 on 
Senate bill 1386 I would like to read just a few lines from this 
report which was issued on February 3, I believe, for the purpose of 


your comments on this particular point. The report says on 
the { rst pave toward the bottom of the page: 


~~ | 2R¢4 | . Dr le for re tlation of coffee prices or provide til 
Dp in ] f ir price However a tuation of nor supply 
TY ind iding and f I price flu lations out 
conditions have an effect on wholesal 
\ refor t! fTee res adin 
: dj bic to t t 
i ) ! ( 


Mr. Lori Mr. Polk, I have been trving to show that there has not 
een evidence of undue speculation; that the volume of speculation 
on the exchange has not been out of line with the volume of buying 
ano sell of actual coffee in the market in the United States or in the 
world; that prices on the exchan in coflec have followed, rather than 
led, the price of actual coffee; so that there appears to me to be nothing 


in tl tivities of the exchange during this period whereby control 
by th EA, if it had been under control, would have helped in any 
way, and | feel that it perhaps ¢ | have hindered it, that is, we 


perhaps co cl have actually had a reater price rise if tl ere had been 


( ols CEA beeause the market might have been narrower than 
it was and therefore more sharply affected by the supply-and-demand 
d paney which developed during this period 

In other words, the basic reason for the price rise was the developing 
picture « the supply and demand 1 feel ve ry strongly that a com- 
modity Kchang properly operatin ean act to cushion the sharp 
impact o . change in the Sup] ly-and-demand picture, that a com- 
modity that is traded in on a commodity exchange, where there is 
‘eAsONnaAbl olumye wl t ther IS NOt too restricted a volume , , actually 
Will fluctuat SS sharply and mor smoothly ths an if we do not have ¢ a 
commodity exchange’: or if the tradine of such exchan oe is extreme ly 
restrict |. whether because of lack of cor fidence in the exchange or 
because of restrictive measures which are applied to it 


In other words. I feel that our exchange has acted as a balance 
vy we might have had a greater price rise if it 


had been left to the supplv-and-demand picture alone. 


Mr. Po 1 inf ( vour reply that vou feel that if coffee is 
| (‘ommodityv Exchange Act that there will be a restrict ion 
’ yf ( t vit 7 youl exchange ¢ 

Mr. ] » | think that there may be a restrictior \s a matter 


oe 1 wa just coming to the point, Mii Polk, of requesting Mr. 
. reel, who is vice president of the New York Coffee and Sugar 
Ex cha ange and who is an expert on all coffee matters far more than 
l von know, who has some remarks on that which I think may 
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be pertinent here, and with your permission I would like to have 
Mr. Israel make a few remarks 

Mr. Horvenx. Have you concluded your testimony? 
Mi Lo 0 Yes, that concludes mv testimony with the exception 


that I have been very pleased with the kind and patient attention 
vhich ou and our entire committee have paid to me here, and I 
will De iad to answer, ¢ ther | Ol Mi Is a | wny further q 1lestlo 
vhich may develop. IL believe that vou have listened to us and asked 
us questions which show understanding and real thought applied to 
this problem which | really appreciate 

Mr. Horven. Before we hear from Mr. Israel, I would like to have 
vour definition of the word ‘‘coffec 

Nii LOBO \s a layman, the coffer bean In) vhich you trade on 
the exchange is the product of a small tree growing in various tropical 
COUNnLLLIECS which make 5 @a beverace which is ple: asurable LO the 
palate and acts as a stimulant to many, many peopl 

Mii Horvi Would vou nelude in the word ‘‘coffee”’ the ereen 
colfee bean o1 ed? 

Mii Lono. Cert inks é Th »oreen cottee bean 


Mr. Horven. Would vou include coffee seed? I ask this question 
for the purpose of ¢ stablishine congressional intent. 

Mir. Lono. Coffee in the terms of the trade is the green coffee bean 
which is the cg of the coffee tree and is the commodity in inter- 
national commerce from the time it is picked until the time the roasting 
of that coffee is ions in the roaster in the country of COMMER PION, 

Mr. Hogrven. I can understand how the green coffee bean would 
be included. Wou id you include the coffee seed in the definition of 
the word ‘“‘coffee’’? 

Mr. Li ». Mr. Israel, could you help me on that? 
Mr. Isragv. I would. 
| 


Mr. He . You appreciate the fact that in legislation of this 
kind it is scaaneii couched in general terms, and mans commodities 
are included. It is prop sed to add the word ‘‘coffee.”’ | think we 
should know what is included in the definition. Would you include 
creen coffee ae al . ae e seed? 


Mr. Isragu. I would s | think just the green coffee beans. 

Mr. Hor VEN. You would not include the seed? 

Mr. IsraEeu. No, sir 

Mr. oe Ge. What is the difference between the bean and the seed? 
Mr. ISRAEL. The bean is dried through a process and it loses its 


fertility and cannot be planted. it will not germinate 
Mr. Poacr. It is the coffee seed. 
Mr. Israeu. Originally, in one stage, it is a coffee seed. Then after 


it has been dried so that it can be roasted it is no longer suitable as a 
sced because it will not germinate 

Mr. Poacr. That is the same as with peanuts. When roasted it is 
ho longer a seed, They were the seed inh the peanuts 

Mr. Isratu. That is right. 

Mr. Poacr. So the coffee bean was a seed at one time 

Mr. Horven. We thank you, Mr. Lobo, for your statement 

We will now hear from Mr. Israel. How long will it take vou 

Mr. Israr t. About 5 minutes. 

Mr. Horven. You may proceed. 


9 
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Mr. Israevt. In my opinion, if coffee is to be the only import 
commodity that is to be regulated under the CEA, our friends to the 
south could very conceivably take this as a matter of a personal insult 
to their commodity which I believe would cause them to trade to a 
much smaller extent on our exchange and thus trading on the ceffee 
exchange will become greatly constricted. 

With the diminution in trading would come the resultant diffi- 
cul ies in the operation of the ereen-cofiee merchant as a hedge. 
There are a great number of small coffee roasters throughout the 
country whose volume is somewhere in the neighborhood of say 
3,000 to 30,000 bags a year. These roasters serve their local trade 
area and they buy in small quantities, almost weekly, from the green- 
coifee importers. These small-business men must either have access 
to supplies continuously or they surely must go out of business. 

They are not able to buy direct from the source as they have none 
of the technical abilities to do so. Therefore if the importer is not 
able Lo properly hedge, then he must surely carry greatly reduced 
stocks which will bring about two direct end results. 

First, put many small roasters out of business; second, drive the 
price of coffee higher from whatever level it may be at due to the low- 
ering of supplies in this country 

Mr. Hoeven. Does that conclude your statement? 

Mr. Israeu. It does. 

Mr. Horven. Are there any questions? 

Mr. Lorno. Mr. Chairman, we have here, if I may add this, a 
report from the American Embassy at Rio, dated January 25, 1954, 
which gives a fairly comprehensive picture of our Embassy’s opinion 
of the present coffee situation in Brazil, which might be of interest 
to this committee and which, if the committee desires, I would like to 
submit for the record. 

Mr. Horven. What does it involve? Is it a long document? 

Mr. Loro. It is about five pages. It covers the revision in their 
coffee estimates due to the damage to the crop, registration of the 
1953 harvest, 1954 crop prospects, exports, present market situation, 
prices, and 

Mr. Horven. I am advised that Mr. Horn of the Foreign Agri- 
cultural Service has the same information. I suggest you withhold 
submitting it for the record at this time. 

Mr. Isrart. Mr. Chairman, being on Agriculture committee I 
thought you might be interested that our company owns a coffee 
farm in Brazil of 500,000 trees. I have some figures here giving the 
results, cost of production for 1946 through 1953, as well as some 
breakdown of labor costs which I thought perhaps the committee 
might be interested in studying 

Mr. Hozven. Do you wish to submit that for the record? 

Mr. Israev. If the committee desires. 
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Contract labor on a yearly bas commonly called colonos 
PER THOUSAND TREES 
Year: Cruzeiros | Year: Cr 
1944 100 L949 1. 700 
1945 700 1950 9 970 
1946 800 1951 2. 540 
1947 1. 100 1952 2. 160 
1948 1. 280 1953 2. 680 
PER DIEM LABOR 
Year Cruzeiros | Year: Cr 8 
1944 & 1949 20 
1945 10 1950 20 
1946 12 195] 25 
1947 15 1952 30 
1948 18 | 1953 35 
Fazenda, Calif 
{Costs in thousands of cruzeiro 000 
laxe 
I'y try u 
staec Upkeep 1dmin Other! Production’ Cruzeiros 
Year ~“ultiv she ind trators and | cellaneou J in ba ar 
acne repairs offic expenst 60 kile (abn 
ec 
1946 1. 254 196 274 52 11. 165 ) 
1947 1. 331 OG RUG 6. 663 7 
1948 1.474 710 aut &. OND 397 
1949 2.418 515 bd 593 6. 052 575 
1954 2 857 9 654 1. 680 14. 22 404 
1951 3. 057 SYS 706 134 4.7 4. 006 1. 197 
1952 3. 627 1.012 “ia 227 5. 613 §% 7ON 6418 
1953 3, S11 1.188 716 393 6. 108 3. 800 1. 607 
, . sunee 
Mr. Horven. Mr. MelIntire? 
Mr. McInriere. In the February 22, 1954 Daily News, under an 


article written by Mr. Robert Sullivan there is this statement, and I 
would be interested to have your comment: 


Aranha, Brazil’s Finance Minister, who has 
juggling his country’s finances, using coffee 
he would like to see open trading abolished 

He thinks the high prices have re 
are beyond Brazil’s control 


Oswaldo the unenviable task of 


a sort of counterbalance, has said 


as 


ilted entirely from trading in New York and 

Would you be interested in a comment on that quotation from that 
publication? 

Mr. Loro. Mr. MeIntire, I am familiar with that quotation. It is, 
I think, taken a little out of context. The quotation as given is ac- 
curate but is was taken somewhat out of context. 

Mr. Aranha was talking for domestic consumption, if you will. He 
was trying to, I believe, find the blame for the coffee rise outside of the 
Brazil area because there had been some comments made here that 


Brazil had been withholding coffee from the market and it appeared 
to me to be a political attempt at least to some extent to shift the blame 
from Brazil to the United States. 
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I believe that other responsible members of the Brazilian Govern- 
ment have indicated to the contrary 
Mir. Horven. Will the gentleman yield? 

Nia MeInv I Yes 

Ni Ho VEN Wi V sho ld there he any shif Ine of blame if the 
cause for the coffer shortage Is as Vou savy It Is, bad weather conditions 
in Brazil? That is something vl ch spea for itself and does not 
n¢ d any explanation 

r. Loro Quoting f irther from 

Mr. Horven. I would like to have you answer my question. 

Loso. I beg your pardor It is one of those questions which 
is difficult to answer without going into what this gentleman was 
irvine to prove 

Prices in Brazil have been much higher all along than prices on the 
New York Coffee and Sugar Exchange, but much higher. I cannot 
answer what Mr. Aranha thought. | do not know. The feeling is 
that the prices in Brazil were much higher than prices in this country 
and he was trying, for domestic consumption, for consumption in 
Brazil, trying to say that speculation has caused the prices. 

Ac tually, without the excel ange I again feel that the prices would 
have been higher, that actually the exchange has acted as a brake. 
As a matter of fact, | may be going a little out of my line as a member 
of the exchange into international politics, but there is some belief 
that some opinion in Brazil felt that the decline in coffee prices which 
occurred in the middle of January, and a temporary one, just before 
Mr. Aranha made his statement, was the basic cause for the statement, 
that speculation on the exchange had forced prices down rather than 
up on the exchange, and that he was answering Brazilian complaints 
that perhaps the downward market at that time in the New York 
Coffee and Sugar Exchange was not ré presentative of the tight situ- 
ation in Brazil with much higher prices in Brazil. 

Mr. Hoeven. We are trying to get at the facts. Mr. Aranha said 
it was the manipulation of the market in New York. You contend 
that manipulation has nothing to do with the price of coffee, that it is 
due to the unusual weather conditions in Brazil, to wit, the early 
frost, and that the demand exceeds the supply. 

It seems to me that the question of price manipulation is completely 
beside the point. Why don’t the producers in Brazil face the facts 
and say that the high price 1s due to the weather conditions and the 
coffee shortage? 

Mr. Loso. Mr. Chairman, you are picking on one Brazilian. 

Mr. Hoeven. He is the Finance Minister. 

Mr. Loso. Yes, sir, but the Ambassador, in a statement made in 
New York last week—I do not have that statement with me—the 
Ambassador in an official statement made to the press pointed out 
the supply-and-demand picture, the frost, the change in the supply 
situation, was the cause for the increase, 

Mr. Horven. | do not want to belabor the point, Mr. McIntire, 
nor do I want to take the floor away from you. 

Mr. McIntire. Not at all. I am through. 

Mr. Hoeven. Mr. Poage? 

Mr. Poace. Mr. Israel, you are operating in Brazil, as I under- 
stand it, as a producer. 


Mr. Israru. That is right 
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Mr. Poacr. In addition to operating on the exchange. Do you 
sell any coffee in Brazil? 

Mr. Isrart. We export. Our chief business in Brazil is export. 

Mr. Poacs. You said you have a farm there? 

Mr. Israru. Yes, sir 

Mr. Poacr. And 500,000 coffee trees? 

Mr. Israru. Yes, sir. 

Mr. Poacr. Do you sell any of that coffee in Brazil? 

Mr. Israrn. No, sir. ‘To give you an idea, last year our crop was 
3,800 bags. The volume that we exported was about 900,000. So 
it is relatively a very small part. 

Mr. PoaGe. In other words, you buy all of your own coffee? 

Mr. Israrn. Yes, sir. 

Mr. Poacr. You do not sell any on the local market? You do not 
sell any coffee in Brazil? As a producer you do not sell any there? 

Mr. Israru. No, sir. 

Mr. Poacr. You can export your own coffee into the United States 
without selling coffee to the Brazilian Government. The Brazilian 
Government does not maintain a monopoly. 

Mr. Isragu. No, su 

Mr. Poacr. Do you know what coffee was selling for on the farms 
in Brazil last year? 

Mr. Isrann. I did not hear that. 

Mr. Poacr. You did not sell any but I suppose vour neighbors did 
sell some coffee. What did coffee bring in Brazil? 

Mr. Israrv. I have some figures which I will be very pleased to 
introduce. 

Mr. Poage. I want to know them now, and not wait to read them. 

Mr. Isranni. From the three States that produced the types of 
coffee that this country prefers, from let’s say June 1, the price was 
approximately 1,000 cruzeiros a bag of 60 kilos. 

Mr. Poacr. How much is that? In American money? 

Mr. Isragnn. That was approximately 55 cents—55 to 56 cents. 

Mr. Poacr. That is down there? 

Mr. Israr.. Down there. 

Mr. Poace. At that farm or plantation? 

Mr. Isragu. Yes, sir; at the farm. The prices went on vp grad- 
ually until they were a little over 2,000 and we have bought from other 
farmers in January and early in February at 2,000, as high as 2,050 
cruzeiros a bag. 

Mr. Poacr. How many cruzeiros? 

Mr. Isragn. 2,050. 

Mr. Poacr. That is right now? 

Mr. Israrn.i. Right now. Perhaps it is a little higher right now. 

Mr. Poaae. It has gone from what? 

Mr. Isragu. From, say a thousand to 2,000. 

Mr. Poacr. Then you are paying about $1 a pound down there 
now? 

Mr. Israrv. No, sir; that is not quite correct because in the mean- 
time you have had a depression of the cruzeiro which took place in 
October, around the 10th of October—10th or 9th of October. So 
that with the new rate of exchange your price of 2,000 is equivalent 
to 75 cents. 

Mr. Poacr. There has been about a 50-percent increase? 
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Mr. Israeu. Yes, sir. 

Mr. Poace. Within 6 months? 

Mr. Israeu. Yes, sir. 

Mr. Poace. Let us zo back prior to 1950. What was the price 
of coffee? About 25 cents? 

Mr. Isragr. Yes, sir. 

Mr. Poace. When do they harvest this coffee? Is it harvested 

Mr. Isran.t. They commence harvesting in May. 

Mr. Poace. Thev harvest it in the winter, then? 

Mr. Isrageu. In their winter; ves, sir. 

Mr. Poace. There will be a new crop coming on then in the next 
few months? 

Mr. Isragn. Next May. 

Mr. Poace. What is the prospect for that crop? 

Mr. Israkgw. It is still a little early to make a positive statement but 
the prospects are for it being sms aller than the present crop. 

Mr. Poacer. Smaller than the present crop, and the present crop 
is very small? 

Mr. Israr.. Yes, sir 

Mr. Poacr. Why is the prospect that it will be smaller than the 
present crop? Did they have a freeze in the blooming season? 

Mr. Isragu. Before the blooming season, which affected some trees 
which did not have a flowering at all. Others had a flowering which 
looked very beautiful but the flowering did not take. 

Mr. Poace. That was our fall, I suppose, and their spring? 

Mr. Israe.. That was our last fall. 

Mr. Poace. When? About October or November? 

Mr. IsragL. October and November; ves, sir. That is the crop 
that will be harvested. That is the crop that was severely damaged 
by the frost. 

Mr. Poace. What happened to the crop that they gathered 
1953? It was very small, too, as I understand it. 

Mr. Israru. It was a disappointment in that the breakage was 
far greater than anticipated. 

Mr. Poacr. What do you mean by the breakage? I am not a 
coftfeeman 

Mr. Israru. In milling the coffee, in hulling and milling the coffee, 
the outturn was less than what we could expect based on previous 
seasons. 

Mr. Poacr. What was the cause of that? 

Mr. Isragu. Principally drought. 

Mr. Poace. They are not suffering from drought now, are they? 

Mr. Israr.. No, sir; the rains have been normal. 

Mr. Atsert. May I ask a question? 

Mr. Poage. I will yield. 

Mr. Auserr. Is not the whole coffee industry both bere and in 
Brazil worried that the price and supply situation may do irreparable 
injury in the American market? One hears a lot of talk nowadays 
about “I am going to quit drinking coffee.” If that is true, it might 
have a lasting effect. 

Mr. Isrart. Mr. Albert, I can say unqualifiedly that the entire 
coffee industry is worried, both in the producing countries as well as 
in the United States of America. 
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Mr. ALBerr. It is to the interest of everybody to try to keep the 
price down, if possible. J do not know whether you can or not. 

Mr. Israg.. | quite agree. 

Mr. Poaace. Mr. Israel, is this roing to have any widespread effect 
in inducing people to plant new trees in other countries? 

Mr. Israrv. It takes 5 years for a coffee tree to bear in commercial 
quantities. 

Mr. Poace. I know it takes 5 years to get grapefruit to bear, too. 
But I saw them planted in Texas and Mexico because they expected 
to make money on it. This can have the same effect in coffee. 

Mr. Israri. There has been extensive planting in the State of 
Parana. 

Mr. Poace. You mean in the last year? 

Mr. Isrart. In the last few years. 

Mr. Poacr. Within the last 2 years you have had this tripling of 
the price. Isn't that going to cause people in Mexico, in Cuba, 
Puerto Rico, Colombia, and Guatemala—aren’t they going to plant 
more coffee trees in large areas of the world? 

Mr. Israg.. They have in Mexico. 

Mr. Poacr. They have? 

Mr. Israrn. They have. Very extensively. They have in Colom- 
bia. It is increasing slowly but nevertheless each year shows an 
increase in Colombia. Some of the other countries, you mentioned 
Guatemala—I am not too familiar with that but I have heard it said 
that they have almost reached the saturation point—-Guatemala, 
Salvador, and Costa Rica. Honduras and Nicaragua are increasing. 

Mr. Poacr. That has been a trend over several vears. Are these 
excessively high prices doing the same thing to coffee that they did to 
the citrus industry? 

Mr. Israxu. I feel sure it will. 

Mr. Horven. Will the gentleman yield? 

Mr. Poacs. Yes. 

Mr. Hoeven. I would be interested in knowing the average yield 
of a single coffee tree? 

Mr. Isragt. About a pound to a pound and a quarter of green 
coffee. 

Mr. Hoeven. Is that all? 

Mr. Israru. Yes, sir. Actually a coffee tree is not a tree, it is 

Mr. Hoeven. A bush? 

Mr. Israru. I was going to say it started out by being six trees in 
ahole. They plant 6 trees in a hole and that unit of 6 is called a tree. 
From that 1 unit of 6 all you get is a pound to a pound and a quarter 
of green coffee. 

Mr. Poace. Is there still the differential in price between Brazilian 
coffee and, let us say, Guatemalan coffee that existed several years 
ago? Or are they all bringing about the same price? 

Mr. Israreu. I would speak a little better about Brazilian and 
Colombian. In March 1953 until August 1953, Brazilian and Colom- 
bian coffee sold practically on the same basis. 

Mr. PoaGe. Several years ago Colombian coffee sold for a good deal 
more than Brazilian, did it not? 

Mr. Israru. Yes, sir. In August Colombian coffee started selling 
considerably above the Brazilian coffees and went to 7 cents premium, 
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2 INCLUDE COFFEE UNDER COMMODITY EXCHANGE ACT 


which was abnormally high due to the fact that in the Colombian and 
other mild-producing countries, the crop was exhausted. 

Then their crop came to market and these big premiums started to 
disappeat SO that Colombian and mild coffees are selling now at about 
2 cents premium. That premium varies from the time of the season. 
But it is a little smaller than what we normally expect. 

Mr. Poace. Do vou mean that there has not been any difference 
in the price or coffee In various locations, except seasonal variations? 

Mr. Isrageu. Seasonal. 

Mr. Poace. A quality variation? 

Mr. Israru. There is a quality variation but that variation goes 
from, sav, 2 cents to 5 cents dept nding upon the season. 

Mr. Horven. Are there any other questions of either of the 
witnesses? 

If not, we thank vou, Mr. Lobo, and Mr. Israel, for the information 
you have given the committee 

Mr. Isragrnt. Thank you very much. 

Mr. Loso. Thank you very much. 

Mr. Horven. The next witness is Mr. Claud Horn. He has been 
requested to appear here to answer any questions the committee 
members may have in mind. 

I understand you also have a short statement. You may proceed. 


STATEMENT OF CLAUD L. HORN, CHIEF, SUGAR AND TROPI- 
CAL PRODUCTS ANALYSIS BRANCH, DEPARTMENT OF 
AGRICULTURE 


Mr. Horn. The part of this short statement that I have prepared 
that is in quotations was taken direct from the dispatch from our 
Embassy in Rio to which Mr. Lobo referred. We have the entire 
dispatch but 1 had the opinion that the part which I have quoted in 
this statement of mine was the most important portion of that dispatch. 
However, if the committee should so desire the entire dispatch is 
available and can be provided. I am Chief of the Sugar and Tropical 
Products Analysis Branch of the Foreign Agriculture Service. This 
branch has been recently established as a part of the Department of 
Agriculture reorganization. I believe that the most valuable infor- 
mation for vour purpose that we have may be that which was given 
in January 1954 by our reporter in Brazil. 1 would like, therefore, to 
give you that information as follows: 


Responding to the pressure ipply and active demand, prices of coffee 
S red on the New York spot market from 62 cents per pound (Santos 4’s) in 
December 1953 to a peak of 72.5 cents in mid-January 1954 In the local 
market, Santos 4’s over the same period went from 295 cruzeiros per 10 kilos to 
January tl Bra ru ro price was almost double that of a year 
en! ha 33-perce ! in New York dollar prices The far 
1 I 4 ( el price resulted largely from exchange revision during 
1953 Coff now has an effective rate of 23.36 cruzeiros per dollar, 27 percent 
re tl nt r rat rin Ss r 
Amor ‘ factors which contributed to t} rapidity of the December January 
price rise were a ven greater advance in cruzeiro prices, speculation in the futures 
market, unusually strong buying by Europeans, and the depreciation of the 
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Mr. Atserr. That does not mention at all the shortage of supply 
due to weather conditions, does it? 

Mr. Horn. No, sir. I believe that is treated elsewhere in that 
same dispatch, however, the effect of the adverse weather. 

Mr. Aubert. | am sorry. Will you continue? 

Mr. Horn (reading) : 


\ few months ago, when a steady upward trend in dollar coffee prices appeared 


kely, exporters began to register sales at the existing daily minimum price for 
such registrations, prior to the actual closing of export contracts 

When sales were made subsequently at higher prices, the exporters through this 
device were able to retain a cent or two of the dollar proceeds for disposal on the 
free exchange market at rates double the official 23.36 On this basis thev were 
able to bid for coffee at cruzer prices higher than the official dollar equivatent, 
resulting in a cruzeiro market even stronger than the dollar marke 

There were reports also of a heavy future buying in November-December by 
Bra an interests convineed that prices would rise sharply Che mid-January 


drop from the early January peak is atrributed largely to profit taking by such 


nterests 


Another complicating factor ha e inusually I lemand from Europe 
In recent vears the E ropean t¢ ndeney has been t ) pick up bargains after United 
States buyers had taken their requirement 


‘lv to obtain the coffee 





During 1953, European buvers began to bid 
vy desired, forcing | nited State b vers to bid not only against each other | t 


also against Europe Che strongest bidding came from Germany, where consump- 
tion is said be increasing particularly as a result of lower coffee taxe 

Depreciation of the cruzeiro also is an important factor Following repeated 
revisions of the exchange rate, and obvious loss in value of the cruzeiro, holders 
of coffee need a strong price inducement to exchange a strong commodity for the 
Wea ( i it cy 

At present a chief element of uncertainty in the price structure is the level of 
United States consumy tion. If consumption droys in tlhe near future because 
of buyers’ strikes or other limiting action induced by high prices, the price situ- 
ation May ease somewhat If existing demand continues, however, local sources 
expect high prices extending through at least 1954 


There is evident in Brazil a considerable anxiety over the present level of prices 
With general admission that prices are now far above production costs, there is 
a prevalent fear that consumers mav turn away from coffee, that other countries 
Brazil, and that prices may fall excessively 
in a few years when new plantings come into production 





will increase planting even more th: 


Government officials have been cautioning against speculation, attempting to 
quiet rumors of further revisions in exchange rates or credit which might boost 
further the eruzeiro prices. There interest reflects in part the serious financial 
situation which requires prompt export of the available quantities, and the desire 
to maintain good economic and political relations with consuming countries 

That is the end of the quotation from the dispatch. 

We have made a partial study of the overall coffee situation and 
have presented the conclusions in graphic form. This information 
may be of value to your committee. A set of those graphs ts attached. 

Mr. Horven. Is this the same information that Mr. Lobo referred 
to? 

Mr. Horn. That is quoted in here, I believe, and came from the 
same dispatch. It is at least the same date that Mr. Lobo referred to. 

Mr. Hoeven. Without objection, the graphs may be made a part 
of the record. 

(The documents referred to are as follows:) 
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MILLIONS OF POUNDS 


PERSONS 'i5 TO!I9 YEARS OF AGE (MILLIONS) 
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THE UNITED STATES IS GOING TO NEED MORE COFFEE 
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UNITED STATES BIRTHS STARTED SOARING IN THE 1940's 
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THE UNITED STATES PER CAPITA CONSUMPTION OF COFFEE 
AMONG ADULTS HAS BEEN INCREASING 
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BAGS OF 132.276 LBS. EACH (MILLIONS) 


NUMBER OF TREES (MILLIONS) 
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COFFEE AVAILABLE FOR EXPORT HAS DECLINED 
FROM THE HIGH OF THE ‘30's 


WORLD EXPORTABLE PRODUCTION (INCLUDING SURPLUS) 
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PROPORTION OF COFFEE TREES IN THE HIGH PRODUCING 
AGE GROUP (8 TO 20 YEARS) IS LOW 


DISTRIBUTION OF BRAZILIAN COFFEE TREES BY AGE GROUPS 
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Mir. Horn. May I point out that these graphs had nothing to do 
with that dispatch. That is entirely separate. Only the portion 
that I had read as being quoted from the dispatch came from the 
dl patch 

Mr. Horven. That is in the record as part of vour testimony. 

Mr. Hor Yes, sir. 

Mr. Hoeven. Is the re porter an employee of the Sugar and ‘Tropi- 
cal Products \nalysis Branch? 

Mir. Horn. No, su He is an employee of the Department of 
state An agricultural attaché 

\Ir. HOEVEN Acricult iral attaché in Brazil? 

Mr. Horn. Yes, su 

\Ir. Horven. Was he given a special assignment to investigate the 
colfee situation? 

\ir. Horn. This is one of his regular reports, nol called for—it is 

or, ves, but it isa regular monthly report on the coffee situation 
Nir Hot VEN Do vou have any re port from him or anyone else 
regarding the unusual weather conditions in Brazil which contributed 





o the short coffee crop? 

Mir. Ho Oh, ves r. Beginning immediately after the frost 
and | throueh into January, I believe, there is a series of reports 
I | il cultural ttaché 

Mr. Horven. What in your opinion is the cause of the high price 
if eof} ; 

Vii lLlo N That Sil (res nto a pretty broad subject If you 

through these graphs I believe that was our intention in 
n ! s study, to determine what is the real situation 
\\ : ib through them quickly The first chart, ‘‘The 
{ States is going to n ed more coffec 
the present date, it is based on the Bureau of Census 
population estimates of coffee drinking ages That is based on their 
onservative estimates There are more old people hanging 
nd and the hike eotle That is what chart No 2 says 

Phen there a tremendous increase in the adolescent population 

here a great upsurge in the adolescent population that is just 
coming into coffee-drinking age. We assume they start drinking coffee 

rally ¢ lo Vears That is the assumption we make. The reason 
that is that the births started soaring bac k in the forties which 1s 
shown in the following chart 


‘hen each of us that have drunk coffee since 1935 have taken 
more and more. ‘Those figures that you see quoted refer to the per 
capita consumption We have taken pel capita consumption shown 
and that is based on the total population—we have taken 15 years or 
over. 

Then the bar graph is another way of saying that for a long time 
to come, if we can get it we should be taking a tremendously increasing 
quantity of cotlee 

The hn we go into what does the supply look like It has declined 
since the 1930’s and has not come back Brazil of course is the big 
factor as you can see 1n that gr ph 

Why has not Brazil come back fully? The number of trees in the 
next graph shows that they have not increased substantially. 

Mr. Horven. What is the life of a coffee tree? 





INCLUDE COFFEE UNDER COMMODITY EXCHANGE ACT S] 


Mr. Horn. In Brazil, 30 years would be an old one, ft believe. 

The next chart shows that the trees that are of optimum production 
age, the number of trees that are of optimum producing age, became 
less and less in Brazil. Then we come to the final chart which shows 
that although Europe dropped out as a competitor in the taking of 
coffee, it dropped out during the war, they are coming back vigorously 
as competitors of ours in the taking of coffee. 

Mr. Poacr. Don’t these charts show just about what charts show 
about cotton, except they show less of an increase in production than 
you would find in cotton? In other words, the world demand is 
increasing for all these commodities, isn’t it? 

\Ir. Horn Yes, sir. 

Mr. Poace. World demand for cotton, for rice, for wheat, every 
one of them There are more people living and eating above the 
age of 15. That is apt to happen to any agricultural commodity 
Isn't the only difference between these charts as to coffee and other 
commodities that the world has been increasing its acreage in cotton? 
The world has been increasing its production of some of these com 
modities whereas in this case the world has not increased its produc- 
tion of coffee or its means ol producing coffee as rapidly as the popula- 
tion is increasing? = Isn’t that all it shows? 

Mr. Horn. Yes, 1 think that is a good summary 

Mr. Atrerr. Will vou vield? 

Mr. Poaar. Yes. 

Mr. Aurerr. This points to the future, as being a long-time dismal 
prospect in price, but it does not seem to explain to me the present 
sharp rise in the price of coffee which as I understand it is caused not 
by the failure to increase the acreage of product on but hy the low 
production on the acreage that is in production at the present time 

\Ir. Horn. 1 would like to talk considerably about that. Why 
has the acreage not increased? | believe the basic reason for that is 
the tremendous surpluses back not many vears ago. They were 
work d off in the forti a that lar ve reserve, ii Vou can ¢ all It a reserve 
The producing countries looked upon it as a tremendous handicap 

That tremendous overproduction at the time our consumption was 
reduced is still a sear in the minds of people who consider whether o1 
not they should start out and put in some new acreage now 

The supply is pretty much neck and neck with the consumption 
I do not like to think of the word ‘‘demand.”’ 1 do not think we know 
what our demand is. But consumption—it has been that way for 
some time. But not many vears back we had that excess productior 
in Brazil to draw on. As that excess production has been worked off 
we get into more of a critical situation, shall we say, a balance, ar 
uncomfortable balance, between supply and consumption. 

Along comes a frost or along comes an insect or along comes 
drought and this thing is teetering on a center edge balance and the 
least little disturbance will cause it to rock 

It does look like additional acres would be the answer to the real 
problem. Ido not doubt for a minute that frost in Parana is of great 
importance as far as our immediate supply is concerned. [ would 
like to comment a little bit on what is happening on increasing 
plantings. 

We called for a special judgment of that by the reporting officers 
throughout the coffee-producing world. I think it would be good if 
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I could just run through some notes here, country by country, what has 
been the situation in regard to increased plantings recently. 

Mr. Lovre. Mr. Horn, before you do that, what is the present 
reserve? 

Mr. Horn. The present reserve is 5 million—this is world— 
5,958,000 bags. 

Mr. Lovers. Is that abnormally low? 

Mr. Horn. The situation on carryover has been a declining curve; 
yes, sir. It has up until now become less and less, that reserve. 

In 1946-47 the carryover was 16,390,000. 

In 1950-51 it was 9,307,000. 

In 1953-54 it was 9,558,000. 

So it is a diminishing proposition. The reserves are diminishing. 

Mr. Lovre. Then it has got down to a point where there are about 6 
million bags in reserve where a slight frost would have this tremendous 
effect on the market, causing this rise in coffee prices? 

Mr. Horn. I believe that is the situation. 

Mr. Poace. In talking about the reserves, will you explain to us 
about the reserves of coffee and where they are carried? I do not 
know enough about coffee production. Of course with cotton I 
know the reserves are in warehouses. How do you carry coffee 
reserves? Does the farmer sell his coffee immediately upon picking 
it, or does he keep it for awhile? 

Mr. Horn. I am not too well acquainted with that myself. I 
believe it is carried all along the line; those reserves would be accounted 
for all along the line, on farms, in the various stages running to 
market. 

Mr. Poace. You think some of these farmers do hold their coffee? 

Mr. Horn. I am sorry, I really do not have the information on 
that. I can easily get it for you. 

Mr. Poacr. I am sure Mr. Israel can tell us about that when you 
get through 

Mr. Goutpen. Mr. Chairman? 

Mr. Horven. Mr. Golden. 

Mr. Gotpren. You have answered the chaiman’s question and said 
that a coffee tree would sometimes produe e for a period of 30 years. 
How long does it take them to come into production and what period 
of vears is regarded as the maximum production? 

Mr. Horn. My statement of 30 years, that varies from locality to 
locality. There are some coffee trees that are a hundred years old and 
still producing. Since most of our coffee comes from Brazil I was 
thinking of Brazil when a tree is beyond 30 years its productivity goes 
down rapidly. 

Mr. Go.tpen. That is true when they get 20 years old. They go 
down hill, do they not? 

Mr. Horn. Yes, that is right. The optimum age is from 8 to 20 
years. 





é 
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Mr. Gotpgen. When do they first come in so that they are a paying 
proposition? How long do they have to be planted until they can 
get enough return to justify going out and taking care of the crop? 

Mr. Horn. Five years, I believe. 

Mr. Horven. Mr. Horn, please refer to your statement, paragraph 
4. Itis quite a complicated statement. I wonder whether you would 
like to elaborate on it just a little bit. 

Mr. Horn. Mr. Chairman, let me profess this: I have been in this 
work only a short time and I brought this in because I thought it 
would be the most satisfying explanation. Actually, I do not have 
the ability to go into a deeper analysis than this officer has done. 

Mr. Hogrven. Then you do not understand it any better than I do. 

Mr. Horn. I have not studied the details of this. I have been in 
this for just 1 month. 

Mr. Horven. Mr. Israel, can you explain the paragraph? 

Mr. Isragu. I will try, sir. 

Mr. Jones. Mr. Chairman? 

Mr. Hosven. Mr. Jones. 

Mr. Jones. May I ask a question? 

Mr. Horven. Yes. 

Mr. Jones. You have read the statement and you have read the 
charts. Do you not think it is rather difficult to reconcile the state- 
ment with the charts? 

Mr. Horn. I believe the statement is a short-time analysis of the 
immediate situation. 

Mr. Jones. Do you not think that the statement emphasizes spec- 
ulation as being the cause, while the charts give another reason for it? 

Mr. Horn. He enumerates several things and he does 

Mr. Jones. He does not mention the weather at all, does he? 

Mr. Horn. He does elsewhere in the same communication. I have 
perhaps done him injustice by plucking out just the section devoted 
to price. I thought that would be of most interest to the committee. 

Mr. Jonus. The statement that we have here does not mention 
anything about the frost or the weather or any of the influences on 
the crop at all, does it? 

Mr. Horn. That is correct. 

Mr. Horven. Are you through with your statement? 

Mr. Horn. I want to emphasize that I do not want to do injustice 
to Mr. Boonstra, the reporting officer. He has thoroughly reported 
the other aspects of it. I picked out price aspect only because I 
thought it was of most interest to the committee. 

Mr. Hoeven. There is no question about that. The committee 
would like to understand what he is trying to tell us. 

Counsel calls my attention to the fact that the report you referred 
to is the full report of the agriculture attaché and it is the same 
material Mr. Israel is going to present. Is that right? 

Mr. Horn. It has the same date. 

Mr. Horven. We want that in the record. Do you have the report 
in full, Mr. Israel? 

Mr. IsrakEt. Yes, sir. 

Mr. Horven. Without objection the entire statement may be 
inserted in the record at this point. 

(The document is as follows:) 
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AmEMBASSY, 
Rio De Janeiro, January 25, 1954 
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From July through November, shipments of Brazilian coffee to the United 
States were 4.2 million bags out of 7.4 million to all destinations Cer 
in second place, had a total of 560.000 bas 
reports, a portion of the shipments listed to European countries continues to 
diverted to the United States 

Shipments in January 1954 are reported considerably off the December lev 
possibly being as low as 1 million | , 





able in ports were 2.8 million bags Coffee registered from the 1953 crop, but not 
yet shipped, on this date was 3.4 million bag 

Present market situation: Even on the most optimistic basis the supply of 
Brazilian coffec n relation to demand, is very tight I:xports mav reach 15 
million bags for tl present marketing vear (July 1953-June 1954) but only at 
the expense of pt lling down the carryover by mid-1954 to 2.3 million bags, cor 
pared with 3.2 million last June 30 Of the 15 million, shipments for 





July—December 1953 were 9 million, leaving at best onlv 6 million for Januar 


J ine 1954 





Taking the institute’s more pessimistic approach, exports in the current market 
ing vear could be a maximum of 14 million bags, indicating only 5 million for 
moverrent in the first half of this vear 

Not only is the remaining st pply reletively small but qualities are poor It is 
difficult therefore for buyers to locate the pe eeded to 1 their estab 
lished brands This is particularly true for Santos type 4 which is the most 
portant single qualitv in the United States trade 

Brazilian coffee will continue in short si pply during the marketing vear begir 
ning July 1, 1954. To bring exports in that vear to 15 million bags mav reqvire 


a decrease in carryover to a point well under 2 million bags, proba blv as low a 
difficulty of locating desirable export qualities, it is possible that the figure of 15 
million in 1954-55 may not be reached 

Prices: Responding to the pressures of tight supply and active demand, priet 
of coffee soared on the New York spot market from 62 cents per pound (Santos 


possible under existing trade and transport circumstances. Considering the 


t’s) in mid-December 1953 to a peal of 72.5 cents in mid-January 1954 In the 
local market, Santos 4’s over the same period went from 295 cruzeiros per 10 
kilos to 370 er IZELros 

In mid-January the Brazilian cruzeiro price was almost double that of a vear 
earlier, contrasting with a 338-percent ris New York dollar prices | far 
greater increase in cruzeiros price resulted largelv from exchange revision during 
1953 Coffee now is al ffective rate of 23.36 cruzeiros per dollar, 27 percent 


more than the earlier rate of 18.386 cruzeiros 


Among the factors which contributed to the rapidity of the December—January 





price rise were an even greater advance in cruzeiro prices, speculation in the f 
tures market, unusually strong buying by Kuropear and the depreciation of 
cruzelro \ few months ago, when a steady upward trend in dollar coffee p 
appeared likely, exporters began to register sales at the existing laily minin n 
price for such registrations, prior to the actual closing of export contracts W he 
sales were made subsequently at higher prices, the exporters through this device 


were able to retain a cent or two of the dollar proceeds for disposal on the free 
fficial 23.36 On this basis they were able 


exchange market at rates double the off 
to bid for coffee at cruzeiro prices higher than the official dollar equivalent, re 


sultit gin a cruzelro market even stronger thar the de lar market 





There were reports also of heavy future buying it December by 





Brazilian interests convinced that prices would rise sharply The mid-January 
drop from the early January peak is attributed larg to profit taking by such 
interests 

Another complicating factor has been unusually strong demand from Furope 


In recent years the European tendency has been to pick up bargains after United 
States buvers had taken their requirements During 1953, European buyers 
be 
buvers to bid not only against each other but also against Europe The strongest 


‘gan to bid aggressively to obtain the coffee they desired, forcing United States 
bidding came from Germany, where consumption is said to be increasing par- 
ticularly as a result of lower coffee taxes 

Depreciation of the cruzeiro also is an important factor. Following repeated 
revisions of the exchange rate, and obvious loss in value of the cruzeiro, holders 
nge a strong comn odity for the 


of coffee need a strong price inducement to excl 
weak currency 
At present a chief element of uncertainty in the price structure is the level of 


United States consumption If consumption drops in the near future because of 
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buyers’ strikes or other limiting action induced by high prices, the price situation 


may ease somewhat If existing demand continues, however, local sources 
expect high prices extending through at least 1954 

There is evident in Brazil a considerable anxiety over the present level of 
pric With general admission that prices are now far above production costs, 
there is a prevalent fear that consumers may turn away from coffee, that other 
countries will increase planting even more than Brazil, and that prices may fall 


excessively in a few years when new plantings come into production 





Government officials have been cautioning against speculation, attempting to 
quiet rumors of f ‘visions in exchange rates or credit which might boost 
further the cruz Their interest reflects in part the serious financial 
situation which requires prompt export of the available quantities, and the 
desire to maintain good economic and political relations with consuming countries 

First World Coffee Congress: Formally scheduled business on the agenda of 
the First World Coffee Congress at Curitiba (January 18-21) was eclipsed by 
informal discussions relating to the statistical position of coffee and the problems 
resulting from present excessive prices. Serious debate took place over only two 
resolutions One resolution proposing that coffee-producing countries diserimi- 





nate in favor of national flag carriers was voted out of order; another which 

condemned re export deals on coffee was adopted despite opposition of Muropean 
delegates 

Among the approved resolutions was one recommending that producing 

tr an eq ulibrium between pre j 





coul es take means to establish luction and con- 
gh expanding new planting on the best-adapted areas, and reducing 
costs through better cultivation. 

A considerable interest was evident, in the informal dis sions, With regard 
to leveling off the coffee price fluctuations by means of an international stabiliza- 
tion agreement Delegates from smaller producing countries appeared to be 
disappointed that the Congress did not provide opportunity for consideration of 
possible plans 

The secretariat of the congress was instructed to publish the official paners and 
to submit plans for a second world congress to be held in Colombia Approval 
of the plans, and selection of a date, are to be made later by consultation among 
interested countries 

For the Ambassador: 


sumption thro 





C, A. Boonstra, Agricultural Attaché 


TABLE 1. Coffee exports from Brazil, 1952-58 and 1953-4 
. In} £60 ran 
{ 1952 1953-54 VI th 1952-53 1953-54 








July 875, 759 February 1, 20 
Au 1 027 farch 1, 358. 791 
Se nher 1, 661, 937 April 991, 020 
October 1,¢ S51 Tay 792, 405 
he 11,791,814 June 997, 565 
OT 1. 658. 658 - - 
Total 14, 968,382 | 9, 012, 046 
1Pre ninar 
Sour Brazilian Coffee Institute 
TABLE 2. ( offes Exports and ending port stoc ks, Brazil. December 1958 
In bags of 60 kilograms 
. Decembet Dec. 31 . December Dee. 31 
oO t 
Port exports stocks Port exports stocks 
Santos 845, 278 1, 641, OSS Recife 2, 938 18, 661 
Paranagua 298, 361 603,185 | Salvador 8, 425 4, 332 
Rio de Janeiro 406, 827 430, 57 
Vitoria 95, 634 52, 94 Total 1, 658, 658 2, 755, 824 
Angra dos Rei 1,195 5, O38 
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TABLE 3. Coffee Exports from Brazil, hy port of origin and destinat on, November 
1953 
{In bags of 60 kilograms] 
. Rio d ’ 
Destination Santo Soe Paranagua Vitoria Bahia Total 
United States 541, S86 148 454 QR, 29. 21. 07 7 R77 
Germany 67, 139 17, 877 5, 046 1, 250 1, 62 295, 492 
Denmark 40, 950 4,398 1.000 6. 348 
Netherlands 26, 043 37, 146 12. 140 250 75. 579 
Italy 18, 724 13, 931 6, 588 8, 64 2, 582 351,471 
Norway 12, 250 13, 2 25, 500 
Sweden 44, 362 1, 875 6, O85 2 322 
France 9, 201 47, 936 9 493 27 F 2 70 ¥}, 886 
Belgium 2 800 10, 446 2 R61 1. 488 2K 17, 84 
Austria 3, 736 », 394 4100 9, 53 
Japan 1, 592 297 1, 889 
Argentina 5, 099 38, 142 44¢ 4, 329 48, O16 
Canada 24, 727 2. 3X , 625 82, 732 
Union of South Africa nu 2 76 2 Sif 
Chile 15 700 14, 485 15, 34 
Uruguay 0) 2, 748 100 2, 908 
Triest 7 2. 100 625 1,110 225 4 810 
New Zealand 2 2 
Egypt 4,083 416 4,409 
Mozambique 125 12 
Curacao 100 100 
Cyprus 50) 50 
Libano 1, Ht 1,f 
evra 4, 009 41, 999 
Turk \ 16, 514 1f, 514 
Jordania 92 2 
Fi nla 219 ’ 
Unite i King OO 6, 800 7A 050 
Greece 1, OF 1 
Icelanc 7A > 
Yui y 1 188 1X5 
Polan >, 16 f 
Czechoslovakia 6 2 68 
Canar Island 1. 733 1 
French Morocco 5,1 137 
Tangier 1,1 1.1 
Philippine 707 707 
Malta 220 : 
Total 789, 549 428, 57 469, 1 HM 4 7, 35 ‘ 791, 814 
1 Includes 4,167 from An los Reis Includes 1,009 from Angra dos Rei 
? Includes 1,655 from Angra dos Re 4 Include »822 from Angra Rei 
Source: Brazilian Coffee Institute, 
Mr. Horven. Are there any other questions of Mr. Horn? 
’ 
Mr. Thompson. 


Mr. THompson. When you were sent down to testify, Mr. Horn, 
did your organization tell you whether or not they favored passage 
of this legislation as something that would cure the high price of coffee? 

Mr. Horn. Did my organization indicate to me that the passage 
of this legislation would cure the price of coffee? 

Mr. THompson. Yes. In other words, if we pass this H. R. 7735, 
or the companion measure that has already passed the Senate, do you 
think that will bring the price of coffee down? If you have no opinion 
on it do not hesitate to say so. 

Mr. Hoeven. May I interject to say that the witness was not called 
to give us his ideas about policy. 

Mr. Tuompson. Of course, Mr. Chairman 

Mr. Hoeven. If the witness is in a position to answer your question, 
he may do so. We want to protect him to that extent. 

Mr. Tuompson. Let me make this clear. Mine is not a ‘‘loaded’”’ 
We are trying to find the cure for the high price of coffee. 


question. 
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If your organization feels that this would do it we would like to know 
it. If you have no opinion, there should be no embarrassment. 

Mr. Horn. I have had no such opinion expressed to me and I have 
no opinion of my own on it 

Mr. THoompson. Thank vou 

Mr. Hoeven. Mr. Lovre? 

Mr. Lovari You stated that the prese nt reserve 1s rou ghiy 6 million 
bags. My question is: What portion of the total annual production 
does that amount to? Does it represent a fourth of the annual 
production, or a half, or what? 

Mr. Horn. The total production for 1953-54, 40,311,000 bags 
Does that answer your question? 

Mr. Lovri That is about one-seventh of the annual production, 
Is that correct? 

Mr. Horn. Yes, sir 

Mr. Horven. Are there any other questions? If not, have you 
anything further, Mr. Horn? 

Mr. Horn. I know you have not much time and you can judge this 
yourself as to whether or not you wish to have it. There is so much 
pessimism involved in this that I have sought whatever optimism we 
could find The rate of increased plantings that are taking place, 
particularly outside Brazil, perhaps are quite significant. Of course 
srazil is still the big source. We sent out a request the month before 
last on what is the output as far as new plantings are concerned. 
That went to 20 producing countries and territories. It runs 5 per- 
cent per vear increase. That can add up fast. Of course there will 
be some years before those become productive. That, however, is an 
optimistic thought. I would like to make one other comment and 
that is—and I do not want to insult our friends the producers of this 
coffee but really their production methods, in comparison with the 
production of our own United States agricultural commodities, is 
really very primitive. It takes, in Colombia, from 7 to 15 man-days 
to produce a sack of coffee. The same varieties that grandpa used 
are the ones that are being used. The same cultivation practices 
which are developed from some art rather than with any scientific 
basis are the ones that are being used. 

We pay for that inefficiency of production when we buy our coffee. 
[ would therefore consider it important if we could grasp ‘all means of 
encouraging those countries and our own foreign operations adminis- 
tration and international organizations to develop improved produc- 
tion methods and improved kinds of coffee. I think that can have a 
very stabilizing effect on our supply and get our supply of coffee up 
to where, when the frost or bugs come along, we do not get jittery. 

Mr. Hozven. Thank you, Mr. Horn. 

Mr. Israel, we will give you not to exceed 10 minutes to explain 
paragraph 4. 

Mr. Israrv. Mr. Chairman, as you know, all coffee in Brazil 
traded in, in cruzeiros. The unit of trading is for 10 kilos. All quota- 
tions are for 10 kilos. 

Mr. Hobven. Give us the equivalent value in American money. 

Mr. Israny.. There are 60 kilos to a bag. That is a sixth of a bag. 
We will say for the sake of argument, to give an example, that every 
day there is a committee of the Brazilian Coffee Institute that posts 
the cruzeiro price for coffee and every exporter must register coffee 
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at that price. If the exporter registers at, we will say, for the sake 
of argument, 385 cruzeiros, and that the rate of exchange at which the 
exporter must sell his coffee bills is 23.36, that would vield the ex- 
porter, in dollars Say 75 cents. 

Mr. Poacr. What is he supposed to be registering? An actual sale? 

Mr. Israru. Yes, sir. He registers a sale which he may or may not 
have actually consummated but he anticipates a business by registet 
ing the sale if he thinks that the registration basis is going to be higher 
The rate of exchange which the Government gives him for his dollars 
is 23 cruzeiros and 38 centavos for each dollar. However, the so-called 
free rate of exchange is about 55 eruzeiros to the dollar. So that when 


iS 


he preregisters and waits for the market to advance, he receives con- 
siderably more cruzeiros than if he had not preregistered. Then with 
these extra cruzeiros he is in a position to pay the producer a little 
higher price than otherwise : 

Mr. Poaae. The free market is a black market, is it not? Isn’t this 
free market a violation of the law? 

Mr. Israrn. There is a free market. Technically, I would say it is 
not strictly in accordance with the Brazilian rules and regulations 

Mr. Poaacr. In other words, it is an illegal method of bringing 
American money in? 

Mr. Poix. Will the gentleman yield? 

Mr. PoaGae. Yes , 

Mr. Poitk. I have a newspaper clipping here which makes this 
comment: 


The Government of Brazil has done one thing regarding coffee exports It 
has a marketing arrangement under which the coffee grower gets onlv about half 
of the current price of the commodity The rest goes to the Government, and i 
in effect an export tan The United States is pre ted bv the Constitution fron 
taxing exports but that does not render the pract in any way unlawful in ot} 
countries, 

Many nations, particularly those whose exports are agricultural product 
industrial raw materials, get a large proportion of their revenue from export 
taxes Any country that imposes an export tax does so at the risk of another 


country, by exporting the same commodity tax free, can win away its market 
That hasn’t happened yet, with coffe Brazil still produces more than half of 
the world’s supply, and we drink two-thirds of it 

As I understand from this article what Mr. Israel is talking about 
is the tax. JI am just wondering if that is a tax that Brazil levies on 
their coffee exports. 

Mr. Poace. I do not so understand it. I think your article is 
probably erroneous. 

Mr. Israru. I would not say it is exactly a tax but the farmer’s 
cost of production is based on the free rate, or black rate if you so 
wish to call it. He is paid at the arbitrary rate of 23.36. 

Mr. Poacr. It hurts the farmer just like a tax would hurt him, 

Mr. Isragu. It hurts the farmer. 

Mr. Poacre. The Government does not take in that revenue, does it? 

Mr. Isragu. The Government does; yes, sir. 

Mr. Poacr. How? The Government gets those dollars. 

Mr. Israeu. The Government gets the dollars and sells them to 
the exporter at 2: 

Mr. Poaar. The Government sells those dollars at 23.36 and that 
is the rate the Government took them in at, is it not? 


> 9a 
O.00,. 
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Mr. Israrnt. No, the Government did not take them in. A United 
States importer opens a letter of credit. The exporter draws on that 
letter of credit and he goes to the Bank of Brazil or other banks 
authorized to trade and he si Ils dollars at 23.36. After he has sold 
the dollars at 23.36 he is allowed to export an equivalent quantity 
of coffee 

Mr. Poacr. Instead of selling dollars to the Government they sold 
them to the export bank. 

Mr. Israrv. That is right. In turn, it all goes back to the Gov- 
ernment 

Mr. Poacr. That is what I mean. In effect the Government 
bought those dollars at 23.36 

Mr. Israru. That is right. 

Mir. Poacr. Then the Government, of course, made this fellow 
trade on that same basis, 23.36, and having made his trade on that 
arbitrary figure he had to pay his costs of production on the basis of 
about 55 to 1, or it took actually about twice as much local currency, 
did it not? 

Mr. Israru. It took about twice as much local currency for his 
cost of production. 

Mr. Poace. They figured that his cost of production would trans- 
late into how many dollars if worked the other way? 

Mr. Isranu. I.do not think they figure internally except in cru- 
zeiros. The farmer has to buy machinery, he has to buy fertilizer, 
his labor costs are all based on the free rate of exchange. As the free 
rate goes up, his cost of production goes up. 

Mr. Poace. Mr. Israel, does that not mean that the price of that 
colfee has to go up? 

Mr. Israns. In dollars? 

Mr. Poacr. In dollars. 

Mr. Israru. Yes, sir. 

Mr. Poace. And does that not then tend to force the price up in 
the United States, the Brazilian manipulation of the currency? 

Mr. Israru. I can best answer that by saving that it has had 
some part. Just how much—it has not doubled, but now no dollars 
can be sold in the free market except for very small things such as 
payment of dividends, for example. But we witnessed a short period 
from about the middle of August and the middle of October when a 
certain percentage of dollars could be sold in the free market, the 
free rate of exchange broke from 55 to 37... L have no doubt if exchange 
were entirely free the rate would not be 55. 

Mr. Poacr. It would be somewhere above 23? 

Mr. Isragnu. It might. And most probably would be somewhere 
above 23 

Mr. Poagce. And to the extent that it would be above 23 the 
operation of the Brazilian Government is adding to the cost of coffee 
in the United States: is it not? 

Mr. Isragu. Yes, sir. 

Mr. Horven. Have you finished your explanation? 

Mr. Isranu. Yes, sir. 

Mr. Chairman, I have some statistics here on land under cultiva- 
tion in coffee which might be of interest to the committee, and 
especially the number of trees and the acres that are in cultivation 








~ 
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from 1920 to 1954 estimated. 1954 is estimated because they do not 
know still how much frost damage has been actually sustained 

Mr. Horven. That relates to Brazil? 

Mr. Israrn. Brazil only. 

Mr. Horven. Is there any objection to inserting the material in 
the record? 


It may be made a part of the record at this point 


4 ( t 
} 
| 4 
I \ 

1920 { 3 
i910 2 5 62¢ RS t 
1950 . 4. If y ; 

‘ I I ' i 
crops dr 

? Area occu cotles 

5 Vi 1 \ 1 ir 

lrea of | d 
housa il t lk 
S )20 y4( 1949 ) 52 19 
Sao Paulo 1,029} 2,305! 1,413] 1,322] 1 1,415 | 1,430) 1,4 1, 210 
Parana 24 s 111 242 é 202 2 2 Low 
Minas Gerais 651 801 1s ) SS 607 624 610 
I xpirito Santo 153 979 192 DIR 2 232 240 24 200 
Rio de Janeiro 194 50) 2000 | l f f } 
Bahia 71 ri 67 5S ( f 62 64 60 
Pernambuco 4 7 oF g ) , g ) 384 
Goiaz ll 1 7 l f 2 2 29 2 
Mato Grosso ¢ ¢ 6 
Ceara 3 13 14 14 14 
Santa Catarina ) 5 5 
Alagoa 3 7 { { 
Others # 38 53 8 26 2¢ 2 2 l 2 
Total 2,216 960 2 626 » 538 2 79 2, 738 2, 823 2, 87¢ 2, 351 
lotal acre 475 9, 785 6, 488 6, 271 6, 6, 76 6, 87 108 5, 88 


‘ Ia order of importance today 

2? Estimated by Pan-American Coffee Bureau taking into account damages caused by frost 

Insignificant until 1951 

4 Includes Mato Grosso, Ceara, Santa Catarina and Alagoa until 1951 From then on it includes Acres, 
Amazonas, Maranhio, Paraiba, Sergipe, Amap4, Guaperé, Rio Branco, Rio G 


which are new areas develoy 


f 
- 


ved postwar period 


Sources: Ministry of Agriculture of Brazil; Brazilian Coffee Institute 
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Nii Ta OMPs Let meas ¢ a question that | Usked Mii Horn 
There is no intention in the world to embarrass vou. Do you think 
thre passage Ol thre leo siation betore Us would | ve a rood effect on 
the ] e ol co 

Mr. Is | do not think it would have any effect on the price of 
colle cept t perhaps 1t 1 se the price of coffee as trading 
on the excha ecomes restrictes 

MM THom »N I think M Lobo brought Lihat out n earher 
testimony It could not, in your opinion, affect the price of coffee 
r pt to t iC] 

Nl | Cha IS COrres 

Mr. H Thank vou, Mr. Isra 

The Chan | derstands Vii Paul Lladhek would tke to make a 
short statement 


STATEMENT OF PAUL E. HADLICK, ATTORNEY, WASHINGTON, 
DG. 


Mr. Hapur Mr. Chairman and gentlemen, lam Paul E. Hadlick, 


T) 


a] vate atto In town im speaking here today as a consumer 


riv: ne 
Mr. Horven. Were you formerly connected with the Senate Com 


mittee on Agriculture? 
Mr. Haput I was counsel for the Senate Agriculture Subcom- 
mittee that conducted the original coffee hearings in 1949 and 1950. 


| butt mm. SO tO speak, Mii Chatman. becaust | thought | micht 


clarifv a few t| ines | do not know anvthine about thie price oO; 
coffee now or the statistics but I can talk from the record. This 
recom endat Tt of the COl mitt { of the senate sul cs mmittee 

Was a unanimous recommendation, Subsequently this year it passed 


the Senate unanimously 
It was onlv 1 of 19 o1 rinal recommendations from the subcom- 


mittee to do something on the price of coffee As the final report 


came out there were only 14 recommendations because the State 


4 


‘partment interposed Ob] tion to some of the recommendations on 
{ 


Dy. 


the vround that we were meddling in foreign affairs 
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@ To give you just an example, and maybe they are right, I do not 
know, one of our recommendations on the last subject you were 
just discussing was this—this is the original subcommittee print 


That the Ur d States through diplomatic channels offer to assist t Bra wn 
and Colom i Lr I ( [ A iV a a een a ie@ te 
Ol tl s 10) ( 1 ( i Oo 

it ruil il ( 

That was merely one recommendation Irom the statistical side 
T ] } 
I have heard a lot of statistics We have made a1 commendation, 
No. 12: 

Tha f { i 
oO i I f i 
{ ) ) l L I 
tree er rea ra 

I doubt if that has been done I doubt if vou can find any statistics 
other than the port stocks, other than mere guesses The principal 
reason for this recommendation on the coffee exchange, of putting 
colfee exchange under CEA, was some testimony of the members of 
4} l 7 ‘aa | 
the exchange [his is one volume There is another part of a volume 
on coffee, the testimony of Alfred Boedtker of Volkart Bros. Co. 


Their company had an account, a bre kerage account in Brazil, the 
Eser)ptorio Supliey. 

\W could never find out who were the accounts of Suplicy. But 
at one time the ioreiegn mterests controlled believe it or not, most of 
the long position on the New York Coffee Exchange. But who they 
were we could not find out. 

If you put coffee under the CEA they will be able Lo mak: them 
disclose the parties who are interested. That runs into real money 
In the Suplicy account, according to the hearing, here is my state- 
ment to Mr. Boedtker, and he confirmed it 





Using the figures supplied in these ledger sl und the other figures, I am 
pol to read vou I apita a wd a ( at ‘ 
rect ing the figures supplied \ Co. a 
ie ¢ 8) \ | l ed | ~ i prof oe 

} Ne Yor . _ wp ( ( ( >, 9 l 
July 1, 1949, throu larch 31, 1950 

The actual report, which is Senate Report 2377, Slst Congress, 2d 
session, has this to say: 

Chis buying I Ca rit far months and ft ) l 
exercised by foreign interests on tl i Sl have had a vicious effect o 
coffee trade and have bee res} ible for the lding of coff price it ioh 
level 

No mally ne would expect Brazilia prod er merchants, a other iter 
ested in coffer 1e faciliti ( eB inge to hedge their ex] d crops 
of coffee or act rf f yr the Or | acal cha in the 
price The subece i I i sp il to e( he hoe of 
the short sellers exchange w! ve out of the countr Wheth est 
same persons are 1nstrume tail curl r gOYV' mental restrictions on deliveries 
of coffee to the port of Santos and thus make it difficult for the seller of the con- 
tract 1n New York to procure tt colle to fill the contract should that be yInie 


necessary Is u"kKrow! 
Records available to the subcommittee, however, do reveal that some of the 
Brazilians holding long positions on the New York coffee futures market also 


have coffee on cor sign nent in New York The pote! tial squeeze on prices DY 
such a combination of the ownership of the contract for future delivery and of 
the actual coffee available for delivery is too dangerous to permit its continuation 


If present laws cannot put an end to it then new legislation is imperative 
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But the subcommittee is firmly of the conviction that both the S and D con- 
tracts are too restrictive in their nature, have contributed to the rise and the 
olding up of the price of coffee through the manipulation of foreign speculators 
iould be revised promptly so that coffee of comparable grades can be 
deliverable froin a port and fromm any country. 

About 50 percent of the long position in coffee on the New York Coffee and 
Sugar Exchange as of March 31. 1950, was owned by foreign interests and fully 


30 percent controlled through 1 broker in Brazil 


That is the main point I wish to present, Mr. Chairman. I believe 
if you ask the exchange members for their figures it would not be 
much different today 
Mr. Horven. Mr. Hill has a question. 

Mr. Hinu. Mr. Hadlick, you said that you are an attorney but yon 
did not tell us who you represent 

Mr. Hapuick. In this matter I represent no one. I am merely a 
consumer. I was counsel for the Senate committee that made this 
investigation. As a private citizen, after listening in on some of the 
hearings here, | felt that 1 might clarify the reason and particularly 
that this is only one of many recommendations. 

It is not the answer to the price of coffee, perhaps, but it is one of the 
things 

Mr. Hii. When Vou said ‘‘we’’ a while ago l suppose you meant 
Vyourst If 

Mr. Hapurck. I suppose I did, sir. 

Mr. Hitt. That is all. 

Mr. Hoeven. Are there any further questions? 

Mr. Grant. | have a question. 

Was that the so-called Gillette committee? 

Mr. Hapuick. Yes, sir. 

Mr. Hoeven. Are there any other questions? If not, the com- 
mittee will stand adjourned, subject to the call of the Chair. 

(The following letter was submitted for inclusion in the record:) 


Marcu 2, 1954. 
Mr. Don Rocers, 


Senate Bantir y7and Currency Committee, 
W hington 25, dD. C 
Dear Mr. Rocers: Reference is made to your telephone inquiry to Mr. Ded- 
man of m taff regarding action taken by the Antitrust Division as a result of 
recommendations mace in 1950 | the Senate Agriculture and Forestry Com- 
mittee (G te committee Report No. 2377, August 23, 1950). 


Our records indicate that in 1951 and 1952 the New York office of the Antitrust 
Division conducted a grand jury investigation on the basis of a recommendation 
by the Gillette committee that the Attorney General act to prevent the continued 
use of restrictive contracts for trading in coffee futures on the New York Coffee 
and Sugar Exchange This investiga Was made with the view of determining 
whether the contracts adopted by the exchange in 1948 had been prepared with the 
intention of enhancing coffee prices 

The facts as developed by that investigation indicated that while domestic 
coffee marketing procedures might be subject to some question as to their legality, 
the crux of the situation was to be found in the control by Brazil over the sources 
of coffee supply. 

Since United States courts lacked jurisdiction over the foreign principals, the 
Antitrust Dis ision was unalle to reeommend effective measures to obtain relief 
under the Federal antitrust laws However, it is our understanding that several 
changes were made in the bylaws of the exchange as a result of the investigation. 
The most important change was said to be the adoption by the exchange of a new 
form of contract permitting delivery of coffee shipped from Rio, Angra des Reis, 
and Paranagua, as well as from Santos We are informed that the Gillette 


| 
: 
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committee had previously suggested this chan 
hange failed to act upon it 

The investigation conducted by our New York office was closed in October 
1952 and, so far as our records indicate, no formal report was made by the Depart 
ment to the Gillette committee. 


re to the exchange, but that the ex- 





¥ 
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| hope that the above information will be of use to vou and that you will fee 
free to call upon us for any additional information which yvour committee may 
require 
Sincerely yours, 
STANLEY N. BARNES, 
Issistant Attorney Gene 


(Whereupon, at 11:50 a. m., the committee was adjourned, subject 
to the call of the Chair.) 


x 





